United States Court of Appeals 
for the 


District of Columbia Circuit 


TRANSCRIPT OF 
RECORD 


JOINT APPENDIX 


IN THE | 


United States Court of Appeals 


For Tae Disrarcr oF Coummeia Crmoorr 


ee ee 


No. 17,717 


Mm-Amenica PIPELINE Comparr, Petitioner, 
v. 
Feperat, Power Commissio, Respondent. 


Norrueen Narvnat Gas Company, Intervenor. 


On Petition to Review Orders of the Federal Power 
Commission | 
| 


United States-Eourt of Appeals 


for the District of Columbia Circuit 


FILED sep 18 1963 


== 


~ 


TABLE OF CONTENTS 


Excerpts From Transcript of Testimony 
. Witness: 


MAL Wilson; Jf. gies cuca scacaceawetewes 
J. Randolph Buck 

F. D. Stockman 

Kenneth L, Wetterberg 


Charles F. Sanderson 


175-395, 
952-1011 


Frederick E. Culvern 


Prepared Testimony of: 
~~ 


Ben C. Altman 

David A. Roach 

Oral Argument of William W. Ross 
Oral Argument of George C. Mastor 
Oral Argument of Mark Putney 


Description of Document 

Kxhibit No. 2 

Northern Reserve and Availability Study 
(Permian Area) 


“Exhibit No. 3 
)., Northern Reserve and Availability Study 


Exhibit No. 5 
° Northern Estimated Costs 


° 


Table of Contents Continued 


Exhibit No. 6 

Northern Market Data 
Exhibit No. 7 

Northern Location Map and Flow Diagrams 
Exhibit No. § 


ment between Northern and 
Northern Gas Products Co. .........-222ce eens 


Exhibit No. 9 
Exhibit of Northern Gas Products Co. .........- 


Exhibit No. 10 
Northern Revenues—Expenses—Income 


Exhibit No. 11 
Northern Balance Sheet and Income Statement ... 


Exhibit No. 12 
Northern Allocation of Cost of 
Service to Products Company 


Exhibit No. 13 
Northern Proposed F.P.C. Gas Tariff Revisions ... 


Exhibit No. 32 
Incremental Cost of Sale to Products Company ... 


Exhibit No. 44 
Materials to Accompany Testimony of 
David A. Roach (Plate 1) (Schedule 3) 


Exhibit No. 49 
Contract dated March 3, 1961 between Northern 
and Phillips Petroleum Co. ........:.seeeeeeeee 
Exhibit No. 51 
Contract for the Sale and Purchase of a Helium 
Gas Mixture between the United States of 
America and Helex Co., dated August 15, 1961 .... 


Northern Application for Certificate of 
Public Convenience and Necessity, 
received November 1, 1960 


Certified 
Transcript 
Page 


2191-2193 


2200-2201 


2206-2218 


2221-2231 


2233-2237 


2239-2241 


2243-2244 


2247-2276 


2331-2339 


2383 


2761-2765 


Joint gr’ 
Appendix 
Page * 


164-166” 


167-168, 


169-180, 


Table of Contents Continued 


Transeript 
Page 


Petition of Iowa Power and Light Co. to Intervene, 
received January 10, 1961 2814-2819 


“Petition of Mid-America Pipeline Co. for Leave to 
Intervene, received May 17, 1961 2964-2966 
2968-2970 


Answer of Northern to Petition of Mid-America Pipe- 
- line Co. for Leave to Intervene, received 
May 26, 1961 3064-3068 


Mid-America, Motion for an Order to Show Cause Why 
“Northern and Products Co. Should Not be Required 

to File Applications for Certificates of Public Con- 

venience and Necessity, and For other Relief, 
» Teceived May 26, 1961 3075-3089 


Order Permitting Intervention, issued June 8, 1961 ... 3104-3106 


Order Denying Motion for An Order to Show Cause, 
* issued June 23, 1961 g 3107-3109 


Application by Mid-America for Rehearing of Order 
Denying Motion for an Order to Show Cause 
issued June 23, 1961, received July 24, 1961 3122-3135 


'@rder Denying Application of Mid-America for 
Rehearing, issued August 23, 1961 


Northern Offer of Settlement, received 
“October 19, 1961 


a 


WNerthern Amendment to Offer of Settlement, received 
October 30, 1961 


Telegram dated November 6, 1961 from Central Natural 
® Gas Co. to FPC in response to Offer of Settlement, 
received November 7, 1961 


Response of Certain Intervenors to Offer of Settlement, 
received November 8, 1961 


Northern Central Public Service Co., et al., peepee 34 to 
| Offer of Settlement, received November 9, 1961 . 


Letter of November 9, 1961 from Mid-America to FPC 
» requesting the Commission to issue show cause 
order, received November 13, 1961 


Table of Contents Continued 


Letter of November 14, 1961 from Northern to FPC 
ing Offer of Settlement, etc., received 
November 16, 1961 


Letter of November 20, 1961 from Northern to FPC in 
reply to FPC letter dated November 17, 1961 
received November 21, 1961 


Letter of November 27, 1961 from Mid-America to FPC 
in response to letter dated November 17, 
received November 28, 1961 


Decision Upon an Application for a Certificate of Public 
Convenience and Necessity Pursuant to Section 
T(e) of the Natural Gas Act, issued June 28, 1962 


Submission of Settlement Agreement and Request for 
Adoption of Procedure, from Northern Natural 
Gas Co., et al. received July 16, 1962 .......... 


Exceptions of Mid-America to Decision of Presiding 
Examiner, received July 30, 1962 .........++-+- 


Opinion No. 374, Opinion and Order Modifying and 
Adopting in Part Initial Decision of Presiding 
Examiner and Issuing Certificate of Public Conven- 
jenee and Necessity, issued December 28, 1962 .... 


Petition for Rehearing of Mid-America, 
reeeived January 14, 1963 


Order Denying Application for Rehearing, 
issned March 12, 1963 


3346-3353 


3360-3362 


3397-3444 


3466-3518 


3562-3567 
3578-3603 


3703-3718 


IN THE 


United States Court of Appeals 


For rae District or CotumBia Cirrcurr 


No. 17,717 


Mm-Amenrica Preetrse Company, Petitioner, 
v. 


Feperat Power Cosnuission, Respondent. 


NorrHern Naturan Gas Company, Intervenor. 


On Petition to Review Orders of the Federal Power 
Commission 


VW 


e e ° e e e e se e e 

Mr. Wolf: Yes, Mr. Examiner. The Notice of Application 

12 
to which you referred and which was published on April 25, 
1961 satisfactorily summarizes the substance of this pro- 
ceeding. 

We are here, and by we I mean Northern Natural, are 
here seeking a certificate authorizing the construction of 
facilities for the transportation of gas for delivery to 
Northern Gas Products Company at Bushton, Kansas. 
Now, Northern Gas Products Company will process the 
gas stream delivered to it for the extraction of propane, 
butane, and other liquid petroleum products. 

As the testimony will develop, gas products will pay 
Northern Natural some 46 cents per Mef for all gas con- 
sumed or used by them for fuel in their extraction oper- 
ation. The plant has a capacity to process something in 
the neighborhood of 900,000 Mcf per day. We will demon- 
strate from the exhibits which wil] be introduced, that net 
revenues from the sale by Northern to Gas Products Com- 
pany will approximate $2 million in excess of the costs 
incurred by Northern in making the sale. 


28 

Mr. Mann: Mr. Examiner, my name is J. David Mann 
and I appear for the Mid-America Pipeline Company, 
which hauls natural gas liquids from the producing areas 
of southeastern New Mexico and West Texas, some 2200 
miles to Minnesota and Wisconsin. 

It is a new line. It was built just last year in 1960 and 
commenced service this past December. It is currently 
connected with 28 extraction plants in the producing areas 
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of the southwest and it serves a 9-state area in what we 
describe as the Northern Midwest portion of our country. 


It is a publicly owned line and it is a common carrier 
under the jurisdiction of the Interstate Commerce Com- 
mission. Mid-America’s interest in this proceeding is re- 
lated to, but is nevertheless, somewhat different from 
that of the customer companies of Northern, whom you 
have heard speak. 


45 
Whereupon, 
M. A. Wilson, Jr., 
was called as a witness and, having been first duly sworn, 
was examined and testified as follows: 
Direct Examination 
By Mr. Case: 

Q. Will you state your name and address for the record? 
A. M. A. Wilson, Jr., Northern Natural Gas Company, 
2223 Dodge Street, Omaha, Nebraska. 

Q. Are you employed by Northern Natural Gas Com- 
pany? A. Yes, as manager of gas purchases. 


54 
J. Randolph Buck 


was called as a witness, and having been first duly sworn, 
testified as follows: 
Direct Examination 
By Mr. Case: 

Q. Will you please state your name and address for the 
record? A.J. Randolph Buck, 2223 Dodge Street, Omaha, 
Nebraska. 

Q. Are you presently employed by Northern Natural Gas 
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Company? A. Yes, I am employed by Northern as Chief 
Reserves and Availability Engineer in the Gas Reserve 
and Availability Division of the Gas Supply Department. 


e e e e e e ° ° e ° 
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Q. Have you prepared reserve and availability studies 
with respect to the Permian Basin area as @ source of sup- 
ply to Northern Natural Gas Company? A. I have pre- 
pared such estimates for the Permian area which is con- 
sidered to include all sources of gas supply under contract 
to Northern in the West Texas-New Mexico area. 

Q. Is the document marked for identification as Exhibit 
No. 2 a study of the reserves dedicated to Northern in the 
Permian area and the availability of gas from these areas? 
A. Yes, it is. 

Q. Was Exhibit No. 2 prepared by you or under your 
supervision? A. Yes, it was. 

Q. Will you please state your estimate of Northern’s 
reserves in the Permian area? A. I estimate that North- 
ern has 4 trillion, 404 billion, 40 million cubic feet total 
dedicated pipeline quality gas reserves available to its 
Permian system as of December 31, 1960. 

This figure representing the total controlled reserves is 
shown at the bottom of page 1s 

Q. What else does page 1 show? 


e 
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A. Page 1 is a summary of the reserves dedicated to 
Northern itemized by the major sources of supply in the 
Permian area. All volumes are expressed in million cubic 
feet on a 14.73 pounds per square inch absolute pressure 
base at 60 degrees Fahrenheit. 

Q. What methods have been used in the estimation of 
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reserves shown in Exhibit No. 2? A. Reserves have been 
estimated by the volumetric production decline and pro- 
duction pressure decline methods widely employed and 
recognized throughout the industry. All methods are con- 
sidered for application to each individual] field connected 
to Northern, either directly or through a gasoline plant 
from which Northern purchases residue gas. 

Judgment based on knowledge of the type, extent, and 
validity of basic data with respect to each field is exercised 
in selecting the method employed. The method specifically 
applied to each source of gas is shown on the appropriate 
detailed pages. 

Q. What is the source of data used in the estimation of 
reserves as shown? A. Basic data are obtained from pro- 
ducers, plant operators, records filed with state regulatory 
bodies, commercial sources, published technical and trade 
literature and our own files. 

These data are continually collected, compiled and 


61 
analyzed so that Northern’s reserves in Exhibit No. 2 have 
been estimated on the basis of all of the basic data avail- 
able to Northern at the time the estimate was made. 

Q. Please explain the composition of Exhibit No. 2. A. 
The first four pages, letters a to d, inclusive, present the 
table of contents of schedules and data sheets for estimated 
reserves and availability of gas from sources listed on 
page 1. 

Pages 2 and 3 respectively, present the summary of our 
estimated availability for the total Permian System on the 
daily and annual volume basis. The detail with respect 
to the individual plants and areas is shown on pages 4 
to 116, inclusive. Pages 117 and 118 present the table of 
maps. 

Pages 119 to 122, inclusive, are devoted to an alpha- 
betical index of fields and reservoirs showing the appli- 
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cable reserve data sheet, page number, and also the map 
nomber. All maps are included as the final portion of 
Exhibit No. 2. 

Q. What is shown by these maps? A. The maps on Ex- 
hibit No. 2 show acreage dedicated to Northern together 
with field limits, where applicable, superimposed thereon. 

Q. What reserves and availability data are included on 
pages 4 through 116 of Exhibit No. 2% A. Depending upon 
the method of estimation of reserves, the applicable re- 
serves data and availability data are shown 
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for each of the sources of supply. 

In addition, total reserves for each source are sub- 
divided wherever appropriate to show reserves to each 
contract held by Northern in that area and the date of 
the basie contract. Wherever the volumetric method has 
been used in the estimation of reserves, the engineering 
and geological factors descriptive of such reserves are set 
down on the reserve data sheet. 

For example, the Puckett Ellenburger reserve summary 
is shown on page 5, the reserves data on page 6, the basic 
data for estimating availability of gas on page 7, and the 
availability calculations in detail on page 8. 

Pages showing the same type of information are in- 
cluded for the other areas and connections where the 
volumetric type analysis has been employed. 

Page 19 is typical of the type of presentation where esti- 
mates of future volumes have been primarily established 
by production decline methods. Projected volumes aré 
shown annually for 20 years by gasoline plants, by fields, 
and by reservoirs. 

Beserves are shown in total for the first 20 years of 
production, that portion remaining after 20 years and 
the total reserves as of December 31, 1960. Annual vol- 


6 


(64) 


umes are totaled horizontally at column 18, reduced to 
residue at Column 19, and converted to average day vol- 
umes at Column 20. 
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The source of gas, name of vendor, date of basic con- 
tract, and total available gas reserve are given at the 
bottom of the page. 

Additional data supporting the volumetric estimates pre- 
pared for the Azalea Field, are included on pages 20 to 
22, inclusive. 

Information in similar form is available in Exhibit No. 
2 for the other major residue gas purchases by sources. 
The availability of gas either wellhead or residue is based 
on the contract quantity modified by proration of the physi- 
cal ability of wells to produce, whichever is the lesser. 

Q. You have shown the locations within the exhibit 
where availability of gas from each of the sources may 
be found. Would you please state where the total avail- 
ability for the entire Permian System may be located and 
please describe? A. The total availability of gas in the 
Permian area is shown on page 3 on an annual volume 
basis. Page 2 shows the comparable data on the basis of 
average daily volumes. I should explain page 3 first for 
a similar explanation will apply to page 2. Page 3 shows 
the annual volumes of gas by sources available to Per- 
mian for each of the years 1961 through 1980 with the 
totals at the right end of the sheet. 

The volumes of gas shown on this page have been brought 
forward to this summary page from the separate parts of 
this 

64 


exhibit dealing with reserves and availability by the indi- 
vidual fields and systems. Column 4 shows the page num- 
bers for reference. Generally the Permian system is di- 
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vided into an east line and a west line, each terminating 
at Plain Station where the gas is delivered to El Paso for 
transportation to Dumas, Texas. 

The exception to this is the delivery from the Honolulu 
Prentice plant which gas is delivered directly into El 
Paso’s line. 

Reading down from the top of the page, the sources are 
sted as they enter the system on the east line starting 
with the sources farthest from Plains Station. In approxi- 
mately the middle of the page, the total input to the east 
line is shown. This input, less fuel use and miscellaneous 
sales, equals the net available gas from the East Line. 

The same procedure is then used for the West Line which 
results in the net available gas from the West Line. The 
total net available gas from the East and West Lines plus 
the gas available from the Honolulu Prentice plant equals 
the total available shown on line 26. 

Lines 27 and 28, respectively, near the bottom of the 


page show the estimated volumes of sales to be made lo- 
cally from the Permian area by Northern for the years 
as shown. 

Line 29 shows estimated excess gas available for sale 
while the bottom line, line 30, presents the total input 
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deliveries from the Permian area and available at the 
Plains Station for inclusion in Northern’s over-all avail- 
ability showing to be presented by Mr. Stockman. 

Q. From your study of Northern’s gas reserves in the 
Permian area and the availability of gas from these re- 
serves as shown in Exhibit No. 2, what are your conclu- 
sions? A. I conclude that Permian has gas reserves as 
of December 31, 1960 of 4,404,040,000,000 cubic feet and 
that the Permian area can supply 475 million cubic feet of 
gas per day to Northern’s total system for a period of 11 
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years from December 31, 1960, with declining volumes 
thereafter. 


F. D. Stockman 
was called as a witness, and having been first duly sworn, 


66 
testified as follows: 


Direct Examination 
By Mr. Case: 


Q. Will you please state your name and address for the 
record? A. F. D. Stockman 2223 Dodge Street, Omaha, 
Nebraska. 

Q. Are you presently employed by Northern Natural 
Gas Company? <A. Yes, I am employed by Northern as 
Manager of the Gas Reserves and Availability Division 


of the Gas Supply Department. 
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Q. Have you prepared gas reserve and availability 
studies for the sources of supply connected to the sys- 
tems of Northern Natural Gas Company? A. Yes, I have 
with the exception of the Permian Area of Northern’s 
system to which Mr. Buck has previously testified. 

Q. Are those studies contained in Exhibit No. 3 for 
identification? 


69 
A. Yes, they are. 
Q. Was Exhibit No. 3 prepared by you or under your 
direction and supervision? A. It was. 
Q. Would you please explain the physical make-up of 
the exhibit? A. Following the Table of Contents is a sum- 
mary sheet, page 1, showing the reserves by the major 
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sources of supply. The total estimate of controlled re- 
serves as of December 31, 1960, is 12 trillion, 721 billion, 
953 million cubic feet. The reserve life index is calculated 
to be 21.7 years. 

Pages 2, 3 and 4 show the availability of gas from the 
major sources and also the total available for the input 
required for the markets presently connected or contem- 
plated. Page 2 is an estimate of the peak day availability, 
page 3 the average day availability, and page 4 the annual 
availability. 

Pages 6 through 227 presents in more detail the data 
nsed in estimating the reserves and availability of gas 
from the individual sources of supply connected to North- 
ern’s system. For each gathering system, plant or pipe- 
line connection shown as @ source of supply, the follow- 
ing information is given: (1) the name of the seller, date 
of contract and volume of reserves attributed to the con- 


tract; (2) the total reserves; and (3) the estimated avail- 
ability. 
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Basically, three methods have been employed in estimat- 
ing the gas reserves for the various fields connected to 
Northern’s system. They are the production-decline, pro- 
duction-pressure decline and volumetric methods. 

Generally, the volumetric method is used for new wells 
or new reservoirs where production and pressure history 
has not been established for a sufficient length of time to 
be reliable. The production-decline method is used prin- 
cipally for associated gas reservoirs where production his- 
tory and the decreasing ability of the wells to produce has 
established a reliable trend that may be extrapolated to 
an economic limit, and by period production summation, 
a reserve estimate. 

The production-pressure decline method is used for dry 
gas reservoirs where production and pressure history is 
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available over a sufficient length of time to provide a reli- 
able production per pound of pressure drop. The remain- 
ing available pressure multiplied by the production per 
pound of pressure drop will then provide a reserve esti- 
mate. 

With the exception of the Kansas, Oklahoma and Texas 
Hugoton Fields and the West Panhandle Field of the 
Shamrock contract, the method of estimation used has 
been indicated on the pages pertaining to those reserves. 
The Hugoton Fields and the West Panhandle Field were 
estimated by production-pressure decline method although 
it is not so indicated on the page. 
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Taken into consideration in estimating the availability 
of gas from sources dedicated to Northern is the ability 
of the wells to produce, contract volumes, and various rules 
and regulations of state regulatory bodies. Basic data for 
estimating the reserves and availability of the various 
sources is shown as is the calculation of the availability. 

Will you now explain the data on pages 229 and 230 of 
your exhibit? A. Pages 229 and 230 is a table of maps in- 
cluded in the exhibit and pages 231 through 234 is an index 
of fields connected to Northern’s system. 

The index shows the field name (in alphabetical order), 
the reservoir, and the reference numbers for the reserve 
data sheets and maps pertaining to the field. 

Following page 234 are maps numbered N-1 through 
N-46. The maps show, for the various fields connected to 
Northern, the acreage dedicated by contract and the reser- 
voir limits. 

Q. Mr. Stockman, you have not explained page 228. 

Will you turn to that page and explain the significance 
of the data contained on that page? A. Page 228 is in- 
cluded to show the determination of the estimated peak 
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day, average day, and annual input deliveries of the sys- 
tem. The totals shown on lines 5, 12, and 19 are also shown 
in Column 13 on page 2, 3 and 4 respectively. Volumes 
on page 22S have been furnished to me by 
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the following people: 

Mr. Moylan—sales, lines 2, 7 and 14. 

Mr. Wetterberg—peak day fuel and use, and unaccounted 
for, lines 3 and 4. 

I am responsible for all other volumes shown on the page. 

Q. Now, Mr. Stockman, you say that basically you have 
used three methods in estimating the reserves shown in 
Exhibit No. 3. What factors are controlling in the selec- 
tion of the method to be employed? A. Before deciding 
upon the method to be used, it is necessary to examine 
and analyze all of the data that is available for each reser- 
voir. An attempt is then made to estimate the reserves by 
each of the methods. The method believed to be most re- 
liable by the estimator is then employed. 

Q. What is the source of data used in preparing your 
estimates of reserves and availability? <A. Northern, as 
well as many other companies, makes it a practice to ac- 
cumulate all available data on wells and reservoirs as a 
continuing practice. Log, scout, drilling and well test data 
is provided from producing companies and from industry 
service organizations. Production records, proration reg- 
ulations and other data is filed with state regulatory bodies 
as required. These records are available to service organi- 
zations for assembling and reporting on a subscription 
basis to the industry. Northern makes it a 
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practice to subscribe to these reporting services. 
Various professional societies, such as the American As- 
sociation of Petroleum Geologists, the Society of Petro- 
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leum Engineers of AIME, the National Oil Scouts, and 
area geological societies also provide valuable data. 

In addition, Northern makes it a practice through Com- 
pany personnel to conduct well potential tests and pres- 
sure surveys on various wells connected to the system as is 
needed for Company reserves and availability determina- 
tions. 

Q. Mr. Stockman, you have discussed the format of Exhi- 
bit No. 3, the methods employed in your estimates, and the 
sources of the data used. From your study of Northern’s 
gas reserves and the availability of gas from those reserves 
as reflected in Exhibit No. 3, what are your conclusions? 
A. My study shows that Northern has gas reserves, as of 
December 31, 1960, amounting to 12 trillion 721 billion 
253 million cubic feet. This reserve will provide a reserve 
life index of 21.7 years for the markets Northern proposes 
to serve in this proceeding. 

It is also my conclusions that Northern’s gas supply can 
meet the peak day demand for 11 full years with a slight 
deficiency in the 12th year. Average day and annual in- 
puts can be met for 12 full years with deficiencies there- 
after. 


Kenneth L. Wetterberg 


was called as a witness and after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Wolf: 


Q. Will you state your name and address for the record? 
A. Kenneth L. Wetterberg, 2223 Dodge Street, Omaha, 
Nebraska. 
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Q. Are you employed by Northern Natural Gas Com- 
pany? <A. Yes, I am. 

Q. What is your position with Northern Natural Gas 
Company! A. Director of Engineering Planning Depart- 
ment. 

Q. Will you describe your principal duties and respon- 
sibilities? A. I am responsible for the flow design of nat- 
ural gas pipelines and compressor station facilities, their 
location and general specifications for new projects as well 
as those related to our present system. 
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Q. Mr. Wetterberg, will you now turn to the document 

market Exhibit 7, entitled ‘‘Location Map and Flow Dia- 
29 

‘Was this exhibit prepared under your direction and su- 


pervision? A. Yes, it was. 
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Q. Will you describe Exhibit 7 and explain the informa- 
tion appearing therein? A. The first page of Exhibit 7, 
with a heading ‘‘Exhibit Index’’, relates to the page num- 
ber of the data appearing in the exhibit and, in the case 
of flow diagrams, indicates the section of main line cov- 
ered by the exhibit. The sequence of flow diagrams is con- 
sistent with the gas flow on the system, that is, commenc- 
ing at the southern-most part of the system and progress- 
ing in a northeasterly direction. 

Page No. 1 of Exhibit 7 is a general location map of 
Northern’s Transmission System. This map locates North- 
ern’s main line geographically from its southern-most point 
in Texas and running in a general northeasterly direction 
through Oklahoma, Kansas, Nebraska, Iowa and Minne- 
sota. 
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Main line compressor stations are identified by name 
which appears adjacent to the black square symbolizing 
such compressor stations. 

Additions to Northern’s system required for the service 
proposed in Docket CP61-132 are enumerated on this dia- 
gram with an arrow indicating the particular location at 
which major additions are to be made. Page No. 2 of this 
exhibit is the general data sheet pertaining to the follow- 
ing flow diagrams: 

The column at the upper left portion of the page sum- 
marizes 

105 


the total system output in Mef per day, with volume shown 
at the base conditions of 14.73 Psia and 60° F. These fig- 
ures include the total firm load, fuel, shrinkage and un- 
accounted for. 

The last four items, mainline compressor fuel, gasoline 
plants, field stations and unaccounted for, were determined 
by myself in the course of preparation of the flow diagrams. 

The column directly below is headed “Capacity Applied 
For’’. This column indicates first of all the system salable 
capacity applied for at Docket CP61-190, in the amount 
of 1,744,810 Mef per day. 

The second volume in the amount of 39,862 Mcf per 
day, is the volume of gas in shrinkage and fuel resulting 
in the extraction of hydrocarbons by Northern Gas Prod- 
ucts Company, which sale is the subject of the hearing 
now being held in CP61-132, 

The third item ‘‘ Additional Contract Demand Required’’, 
25,647 Mef per day, represents the adjustment of the con- 
tract demand from the level applied for in Docket CP 
61-190. 

The adjustment shown here is made on a Btu ratio of 
1,000 to 985 Btu, applied to the CP61-190. The adjust- 
ment shown here is made on a Btu ratio of 1,000 to 985 
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Btu, applied to the CP-61-190 volume of 1,744,810 Mef 
per day. 

The volume of 1,810,319 Mef per day represents the sys- 
tem salable capacity applied for in this docket. 
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Taking into consideration the requirements contained 
in Docket No. CP61-190, as supplied by Mr. Moylan. 

The section of this page, entitled ‘‘Volume Input Sum- 
mary Mef per Day’’ 14.73 Psia—60° F., shows the alloca- 
tion of gas for various system input sources to meet the 
requirements shown in the output summary previously dis- 
cassed. The specific volumes shown here for each source 
were furnished me by Mr. Frank Stockman of Northern’s 
Gas Supply Department. 

The next column, headed “¢ Additional Facilities Sum- 
mary”’, indicates the type and amount of additional main- 
line facilities required beyond those applied for at Docket 
CP61-190. 

In this same section, under the heading of ‘‘Other Facili- 
ties and Modifications’’, is a general description of cer- 
tain additional facilities and modifications to existing facili- 
ties from our Mullinville, Kansas, Compressor Station, to 
and including the Bushton Compressor Station necessary 
to complete this project as proposed. The section to the 
extreme right-hand portion of this page contains as indi- 
cated the design data in the legend applicable to the flow 

i sections which follow. 

Q. Will you now turn to page 3 and describe this sec- 
tion of the exhibit? A. Page 3, page 4, page 5, page 7, 
and page 9 divide 
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Northern Natural Gas Company’s mainline system into six 
parts, starting at the Southern end of the system. 
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Page 3 shows that part of the system from both the Sun- 
ray Texas and Skellytown Texas compressor stations to 
the Mullinville Kansas compressor station, with the suc- 
ceeding page progressing north to the Farmington, Minne- 
sota compressor station. 

Page 8, however, is divided into two segments. The first, 
which is shown on the left-hand of the page, is a contin- 
uation of the system from the Ogden, Iowa Compressor 
Station east to Northern’s delivery point to Northern 
Illinois Gas Company and thence to the pending, proposed 
delivery point for the Michigan-Wisconsin Gas Company. 

The second portion of the flow diagram on the right is 
a continuation north of Farmington, Minnesota to the area 
of Duluth, Minnesota and thence to Reserve Mining Com- 
pany. 

Specifically, the information shown on page 3, 4, 5, 7 
and 9 shows the conditions of flow under a peak day de- 
livery of 1,810,319 Mcf per day. 


In the middle portion of the page is a schematic of the 
system, indicating the names of the compressor stations, 
lengths and sizes of the pipeline segments between com- 
pressor stations flowing volumes and location of the input 
sources and delivery points of the system. The upper 
portion 


of the flow diagrams show each compressor station by 
name and the data pertaining to compression of the gas 
at that station. This includes calculated horsepower, in- 
stalled horsepower and additional horsepower where re- 
quired. The lower portion of the flow diagram shows de- 
liveries made from Northern’s mainline to its customers. 
The volumes delivered in Mecf per day are shown by the 
delivery point, in miles beyond the compressor station 
and the mainline pressures at that point. 
Q. Turn now to page 7. 
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Will you explain the significance of the letters H, L and 
T appearing in the small boxes which, according to the 
legend, represent various types of compressor horsepower? 
A. Yes. 

For purposes of illustration, on page 7 you will observe 
the schematic compressor block shown for the Ventura, 
Iowa Compressor Station, shown on the right-hand por- 
tion of this page. 

A square, which has the letter H shown in the upper 
block. Northern has a Transmission system which is es- 
sentially two systems, a high and low-pressure pipeline 
system. Each with limitations on maximum working pres- 
sures. The designation of H in the block here is the desig- 
nation used for the high pressure system. 
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In the computations for horsepower, as shown for this 
gas in the station data box under the column Hi-Hi, which 
means compression of high suction pressure to high dis- 
charge pressure. 

Likewise, the box showing the letter L is the designa- 
tion used for the low pressure system in the computation 
of the horsepower as shown in the box under the column 
headed Lo-Lo or low suction pressure to low discharge 
pressure. The box which contains the letter T indicates 
horsepower which is dedicated to the transfer of compres- 
sion of gas at high suction pressure to low discharge pres- 
sure and the related horsepower is shown above in the 
column headed Hi-Lo. 

Q. Do other pages in the Flow Diagram follow essen- 
tially the same format as you have described for page 3 
and page 7 of this exhibit? A. Yes, they do follow the 
same general format. 

Q. Mr. Wetterberg, Northern Natural Gas Company 
made its original application in November of 1960 for its 
gale of gas to the Northern Gas Products Company, at 
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which time Northern requested authorization to construct 
certain facilities in the amount of 5.9 miles of 30-inch North 
of the Beaver, Oklahoma compressor station. 4800 horse- 
power at the Bushton, Kansas compressor station along 
with certain modifications to existing facilities on the pipe- 
line between the Mullinville and the Bushton, 
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Kansas compressor stations. 

Would you briefly describe any changes which have been 
affected since that application and the results of such 
changes? A. Northern’s original application, applied for 
in November of 1960, has had several basic changes. The 
basis for the original application was that system salable 
capacity then pending before the Commission at Docket G- 
20570 and G-20571. 

In Docket G-20570, Northern received temporary author- 
ity for a peak day withdrawal rate from the Redfield under- 
ground storage of 100,000 Mcf per day. Subsequently, 
Northern applied for in Docket CP61-190 the 1961-1962 
increase to its present customers in the amount of 18,560 
Mef per day. In that application Northern requested an 
additional 95,000 Mcf per day peak day withdrawal from 
the Mt. Simon Reservoir at Redfield, which would enable 
Northern to eliminate construction of approximately $13,- 
000,000 of mainline facilities, which were pending before 
the Commission in Docket G-20571. 

The application at Docket CP61-190 Northern did not 
relate this increase in Redfield peak day capacity to its 
effect upon Docket CP61-132. Since this increase in Red- 
field capacity is now pending before the Commission, 
Northern’s showing in this docket must necessarily be 


W1 
predicated upon the decriase in flow in mainlines from 
the Southern end of its system. 
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The second major change from the original application 
is the adjustment by Northern in the contract demand in 
the amount of 25,647 Mef per day, which I described on 
page 2 of this exhibit. This adjustment in contract demand 
is computed on the basis of the ratio of 1,000 Btu per 
eubie foot to 985 Btu per cubic foot, which I previously 
described. 

Q. You have stated that there have been two major ad- 
justments in the flow from the Southern end of Northern’s 
system. 

First of all, the increase in Redfield Peak Day produe- 
tion in the amount of 95,000 Mef per day, which is par- 
tially offset by the increase in contract demand requested 
by Northern’s customers for the 1961-1962 heating sea- 
son in the amount of 18,560 Mef per day. The net effect 
of this change is the reduction in mainline flow in the 
southern end of the system by the amount of approximately 
76,000 Mef per day in contract demand volumes, is this 
correct? A. Yes, that is correct. 

Q. The second effect is the increase brought about by 
upward adjustment of the contract demand requirements 
on a Btu basis in the amount of 25,647 Mef per day, the 
net effect 
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is that the decrease of 76,440 Mcf per day brought about 
by the Redfield Storage changes is offset by this 25,647 Mef 
per day, is that correct? A. Yes, that is correct. 

Q. So that Northern would be required to deliver the 
net difference of 76,000—25.647 Mcf per day or approxi- 
mately 50,000 Mef per day less the contract demand vol- 
umes on a peak day from the south than it had originally 
shown in the application in this docket, is this correct? 
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The Witness: Yes, that is correct. 
By Mr. Case: 
Q. Are there any other changes that have been made in 
deliveries on the system since the original application 
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in Docket CP61-132 was filed? A. A slight change in the 
estimated shrinkage and fuel at the Northern Gas Prod- 
uets Company’s plant, which amounts to a reduction from 
the original 40,700 Mef per day to a revised figure of 39,862 
Mef per day. This amounts to a net reduction of 838 Mef 
per day. 

Q. How were the two figures which you have just de- 
scribed for the estimated shrinkage and fuel arrived at? 
A. These figures were supplied to me by Mr. Sanderson, 
who will later testify. 
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Q. What effect, if any, have the changes in flow require- 
ment from the Southern end of the system which you have 
just described had on the required facilities since the 
original application in CP 61-132 was filed? A. Since the 
requirements from the Southern end of the system and 
in particular from the miscellaneous input sources be- 
tween our Beaver, Oklahoma Compressor Station to our 
Mullinville, Kansas, Compressor Station have decreased, 
we were able to eliminate the necessity of installing the 5.9 
miles of 30-inch loop North of the Beaver Station as origi- 
nally proposed in this Docket. 

The original application also included 4800 horsepower 
addition at our Bushton, Kansas Compressor Station. Be- 
cause Northern has chosen to make an adjustment in the 
contract demand upwards to the amount of some 25,000 Mef 
per day, the requirements as now proposed for the Bush- 
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ton Station requires that we install some 6,000 horsepower. 

Q. Since the gas stream which is to be processed by 
Northern Gas Products Company will undergo a reduc- 
tion in Btu by virtue of certain hydrocarbon extraction, 
does this extraction have any effect on any of your design 
criteria north of the Bushton Plant? A. Yes, it does. Mr. 
Brady indicated to me in his analysis of the compositions 
of the gas streams 8 reduction in the specific gravity of .02. 
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Q. Have you taken this reduction in specific gravity into 
account when preparing this flow diagram? A. Yes, I have. 
The design of flowing gravity of the gas north of the Bush- 
ton Station is less than south of Bushton. The difference is 
so noted on page 2 of this exhibit on the upper extreme 
right portion of the page under ‘‘System Design Data.” 

Presiding Examiner: What is the effect of your specific 
gravity in connection with compression, do you need more 
or less as it goes up? 

The Witness: The net effect as we have analyzed it is 
to increase the transmissability of gas for a given size of 
pipeline as the specific gravity of the gas decreases. 

iding Examiner: Mr. Ross. 

Mr. Ross: Mr. Examiner: I am sorry, we are having 
great difficulty in hearing. 

Presiding Examiner: We will ask the witness to bring 
the microphone closer. 

Mr. Boss: Could I have the last answer read? 


(Answer read.) 
Mr. Boss: Thank you. 
By Mr. Case: 


Q. Returning now to the rest of the additional main 
line facilities, modifications which you have enumerated 
on page 2 of this exhibit, will you briefly describe what 
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each of the items under ‘‘Other Facilities and Modifica- 
tions’’ 
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entail? A. The items first of all] under Bushton Station 
are enumerated. The volumes of gas received at Bushton 
from Mullinville on the low pressure or the A line will 
be compressed to a pressure of 550 Psig rather than the 
500 Psig which was the normal discharge pressure here- 
tofore. 

Some of the piping presently installed is limited to the 
500 Psig working pressure as were some of the fittings, 
the valves, etc. This was also true of some of the cooling 
coil sections in the present tower, therefore, all of these 
items will be replaced to conform to the new working 
pressures of 550 Psig. 

Other items for the Bushton Station will be the inter- 
connecting lines between the transmission system and the 
extraction plant of the Natural Gas Products Company 
required to deliver and receive the volumes of gas in- 
volved in the processing. 

The last items listed here are ‘‘Calorimeter and gas 
cleaning facilities.”” The gas cleaning facility amounts to 
an addition of one cleaner to the existing numbers pres- 
ently installed and is normal procedure when increasing 
the capacity through our plants on the system. The calori- 
meter facilities will be installed at the compressor station 
to record the heating value of the commingled gas as it 
leaves the Bushton Station. 
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The calorimeter will be a recording type calorimeter 
which will be described later. The items listed for the 
Mullinville Compressor Station involve certain repiping 
to accommodate the isolation of Hugoton gas in the amount 
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of approximately 300,000 Mcf per day to be transported 
from Moullinville to Bushton through the A line. 

The cooling section and cylinder replacements described 
here are required to increase the A line discharge pressure 
from the present 500 Psig to a new design pressure of 640 
Psig. The last item listed involves the physical upgrading 
of the 26-inch A line between Mullinville and the Bushton, 
Kansas Compressor Station. 

Northern proposes to change the operating pressure on 
this section of the A line from the present maximum work- 
ing pressure of 500 Psig to 640 Psig. This section of line 
is a 26-inch outside diameter pipeline approximately 87 
miles in length which was installed in 1931. 

Q. Why was it necessary or desirable to increase this 
pressure from its present limitation? A. When this proj- 
ect was ‘irst presented for consideration we were instructed 
to give prime consideration to a method which would allow 
the isolation of approximately 500,000 Mcf per day of 
Hugoton gas to be delivered to the Bushton Compressor 
Station for the extraction plant. Northern presently has 
the capacity of delivering approximately 197,000 
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Mef per day of Hugoton Gas to Bushton through the pres- 
ent Holcomb-Burdette-Bushton 20-inch pipeline. 

It was then necessary to establish a system which would 
accommodate the delivery of approximately 303,000 Mef 
per day through the Hugoton-Sublette-Mullinville and 
Bushton Pipeline to achieve this goal of 500,000 Mcf per 
day delivery of Hugoton gas. Several] methods were con- 
sidered as possibilities for this delivery including the one 
which we proposed in this docket. 

In reviewing all available records on the ‘‘A’’ line it 
appeared that an upgrading of the line was both economic- 
ally feasible and in full conformance to the existing pipe- 
line codes. 
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By increasing its working pressure from 500 Psig to 640 
Psig the capacity would be increased from its now 200,000 
Mef per day delivery to approximately 303,000 Mcf per 
day. In addition to the increase in working pressure, North- 
ern proposes to install ‘‘on-stream’’ cleaning facilities for 
the purpose of increasing the present line efficiency from 
approximately 80% of an anticipated minimum of 92%. 

Q. Would you please give some of the physical proper- 
ties of this pipe line? A. This pipe is as I said 26 inch 
O.D. pipe having a specified minimum yield of 40,000 PSI 
with electric welded longitudinal seams and with alternate 
electric welds and 
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mechanically coupled joints. The wall thickness is 5/16ths 
inch and was purchased from the Youngstown Sheet and 
Tube Company, Chicago, Illinois. The mechanical joint 
couplings have an assigned allowable working pressure of 
700 Psig. 

The pipe was manufactured in accordance with the spec- 
ifications in API 5L. In the summer of 1957, part of this 
segment of line was subjected to a hydrostatic test of 750 
Psig. The hydrostatic testing of this line was completed 
in the summer of 1959 under a similar type test. These 
tests were completed under a safety program whereby 
Northern, during off-peak periods, periodically check its 
older lines to insure the safety of operations. 

To insure the success of the proposal of increasing the 
working pressure to 640 Psig, Northern will again test 
this line hydrostatically to 800 Psig this summer. The 
present 500 pound plug valves will be replaced by fall 
opening valves with a pressure rating which will conform 
to the requirements of the newly established working 
pressure. 

All proposals contained in the proposal of upgrading 
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are in conformance to the SA B31.8 code on ‘‘American 
Standard Gas and Distributing Piping Systems’’ published 
by the American Society of Mechanical Engineers. 

Q. Will you now turn to the flow sheet on page 6 of this 
exhibit and explain what this diagram purports to show? 
A. Page 6 of this exhibit is a flow schematic of the 
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Bushton Station in reference to the peak day flow through 
the station. The color scheme used in this diagram is ar- 
ranged such that the various gas streams can be identified 
through the plant piping. The color legend is shown at the 
lower center portion of the page. To the right of this leg- 
end is shown the volumes of gas flowing at various points 
which are identified by corresponding numbers within the 
piping diagram. 

Q. Would you now proceed with your explanation of the 
flow diagram and trace these various gas streams through 
the plant as it is delivered to Northern Gas Products Com- 
pany and received from them for customer delivery. A. I 
would first like to follow with you the source of gas princi- 
pally from the Hugoton field since this gas is scheduled 
for a particular absorber at the extraction plant. 

Referring to the flow diagram, you will see a red diag- 
onal line in the approximate center of the page labeled ‘‘26 
A line from Maullinville.’’ This line represents gas received 
through the upgraded line which I previously described 
and will be carrying approximately 303,000 Mcf/D at Point 
18. Follow this line then through the bank of cleaners to 
the 7-1400 HP compressor units where it is compressed to 
550 Psig and discharged through the cooling tower and 
thence to the intersection of another red-dashed line to 
point 29 which will contain the balance of the required 
volumes to comprise the 500,000 Mecf/D of Hugoton gas 
for the rich absorber. The source of that gas is 
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to be from the 20-inch line from Burdette shown entering 
the property on the extreme right of the page. This gas 
in the amount of 197,000 Mcf/D can then be traced through 
its cleaner bank through the yard where it joins the inter- 
section of ‘‘A’’ line gas at Point 29 which I previously 
described. This gas will commingle with the ‘‘A”’ line gas 
at a common pressure without compression and continue 
thence to the absorber. The shrinkage and fuel volumes in 
the amount 19,759 Mef and 9192 Mef respectively for a 
total of 471,049 Mef is shown leaving the absorber at 
point 3. 

Following the absorber discharge line to the intersec- 
tion of the green-dashed line at point 30, indicating a mix- 
ing with the residue gas from the lean gas absorber which 
combined stream at point 13 in the amount of 667,937 
Mcf/D then is brought back for compression and commin- 
gling with unprocessed gas at compressor building No. 2 
utilizing 16,800 horsepower as indicated. 

That gas then has the ability of being delivered into 
both of the C and D lines in controlled proportions by 
utilizing the valves near point 31 where the orange line 
discharging from the cooling tower intersects the C and 
D lines. 

At this point in the flow, let us go back and trace the 
gas entering the compressor station through the ‘“‘B”’ line 
from Macksville. This would be at point 21 on the diagram 
which is located in the lower center of diagram. The vol- 
ume at this 
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point is 519-551 Mcf/D. This gas at point 20 is split into 
two types of utilization, ie, gas compressed without proc- 
essing and processed gas which enters the lean gas absorber 
for hydrocarbon extraction before compression. 
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At point 20, 266,921 Mecf/D of this volume is diverted 
and shown at point 19 which is unprocessed gas entering 
plant No. 3. Plant No. 3 is the location of the 6000 h.p. for 
which Northern seeks a certificate in this hearing. This 
gas is then discharged through the cooling tower and the 
stream then intersects the C and D lines near point 32. 
The control of the volumes entering each line is made by 
the valves indicated near point 32. 

Returning to point 20, another portion of unprocessed 
gas in the amount of 199,290 Mef/D continues at point 17 
to plant No. 1 for compression utilizing 6400 h.p. from 
which it discharges through the cooling tower and at point 
5 the volume is 185,790. The difference between point 17 
and point 5 represents the compressor station fuel with- 
drawn prior to compression. This gas enters the C and 
D line in proportioned volumes controlled by the valve 
indicated at the entry of the connecting line to the ‘‘C”’ 
and ‘‘D” line year point 33. 


Returning again to point 20, the line indicated with flow 
to the right represents gas for processing at point 22 in 
the amount of 63,340 Mcf/D which combines with the C 
line at the extreme righthand portion of the page. 
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The combination of the ‘‘C”’ line gas in the amount of 
643,796 Mef/D results in a volume of 707,136 Mef/D which 
flows to the bank of cleaners shown on the right side of 
the diagram where it is split into two streams, that at 
point 25 in the amount of 306,698 Mcf/D shown in blue. 
That gas is compressed through the 6800 h.p. shown and 
discharged through the cooling tower and thence to the 
intersection of the C and D lines as unprocessed gas at 
point 34. The amount of this gas entering either of the 
two lines is controlled by the valves shown at the inter- 
sections. 
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Returning to the balance of the gas from the C line in 
the amount of 400,000 Mcf/D at point 12 on the green line, 
shown on the right, which, if followed to point 2, shows 
the 400,000 Mcf/D entering the lean gas absorber. The 
shrinkage in the amount of 10,911 Mcf/D is shown adja- 
cent to the absorber. The resultant volume of 389,089 
Mcf/D at point 1 continues to a point where it is split into 
two parts. The first, near point 28, in the amount of 182,824 
Mef/D, is dumped into the A line for transportation north- 
ward on the system, and the balance in the amount of 206,- 
265 Mcf/D combines with the stream from the rich absorber 
at point 30 and returns for recompression through the 
orange line I previously described. 

A secondary connection from the effluent of the rich 
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gas absorber to the A line leaving the station is shown at 
27. This is an 8” line with a valve and flow controller 
shown on the diagram. The purpose of this particular 
line is to facilitate the control of Btu quality of the gas 
in matching that of the high pressure gas leaving Bushton. 
Because the two effluents from the absorbers join at point 
30 to return for recompression, they are of necessity at 
a common pressure. Because of this fact, the A line north 
of Bushton has the capability of handling various propor- 
tions of effluent from either absorber. By inspection of 
the effluent of the rich gas absorber, for instance, at point 
27, you will notice a Btu content of 902, while at point 28 
the effluent of the lean gas absorber shows a Btu content 
of 994 entering the A line. After the rich gas absorber 
effluent is commingled with unprocessed gas after compres- 
sion for high pressure discharge at point 7 or point 8, 
the Btu is 990. If the A line gas leaving Bushton were 
compressed entirely of the lean gas effluent, having 994 
Btu, we would have a differential of 4 Btu between the 
high and low pressure lines leaving Bushton. 
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The two pressure lines can be so controlled to the same 
Btu by causing a greater pressure differential at the valve 
shown at point 2S and decreasing the differential of the 
valve at point 27 to where the Btu is the same on 


126 
both pressure lines. 

Q. Does Northern intend to install calorimeter facilities 
at the Bushton plant and if so will you discuss the type of 
monitoring system that will be used? A. Yes, Northern’s 
Calorimeter facilities are also shown on this flow diagram. 
A building which will house the calorimeter will be lo- 
cated in the vicinity shown at the upper left-hand portion 
of the page between the lines to the two absorbers. The 
sampling points are shown on the drawing as well. The A 
line sampling point is shown downstream at point 6. The 
Cand D line sampling points are shown near point 7. From 
these points individual 14” lines are brought to the Calori- 
meter building for analysis by a continuous recording cal- 
orimeter. This recording will be on a 20-minute cycle auto- 
matically switching to sampling of the individual lines. 
The recorder will be a Cutler Hammer recording calori- 
meter 800-1200 Btu range with a 30-day strip chart. While 
the calorimeter itself will be located in the calorimeter 
building, the readings will be continually relayed to the 
control building indicated south of compressor building 
No. 1. At this point the operation of the station will be 
dispatched and the control of the valves for Btu mixing 
maintained. 

Q. Does Northern then have the ability to maintain 
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Btu uniformity for the lines leaving the Bushton station 
for the market area? A. While the extraction plant is in 
operation, the controls will be such that volumes of proc- 
essed gas and unprocessed gas entering the various lines 
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can be so controlled that the resultant mixtures will be 
of the same Btu for all lines leaving Bushton. Assuming 
only the normal allowance for human and mechanical re- 
sponse time after reading the Calorimeter and actuating 
the proper valve controls, the Btu of all lines should be 
of the same Btu. 


Charles F. Sanderson 


was called as a witness, being first duly sworn, and testi- 
fied as follows: 


Direct Examination 
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By Mr. Wolf: 


Q. Will you please state your name and address and oc- 


cupation for the record? A. My name is Charles F. San- 
derson, and I am a Consulting Engineer with the firm of 
Purvin & Gertz, Inc., located at 2110 Fidelity Union Tower 
Building, Dallas, Texas. 
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Q. Have you and the firm of Purvin & Gertz been re- 
tained by Northern Gas Products Company to serve as 
consultants and advisors respecting the construction de- 
sign and operation of the Bushton Extraction Plant and 
related products pipeline and the marketing of the liquid 
products to be manu- 


135 
factured? <A. Yes. 
Q. I direct your attention to the document which has 
been marked for identification as Exhibit No. 9, and I will 
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ask you if Exhibit No. 9 was prepared by you or under 
your supervision and direction. A. Yes. 

Q. Using the schematic flow sheet which appears as 
Schedule 1 of Exhibit 9, will you describe the operation of 
the extraction process to be used at the Bushton plant 
of Northern Gas Products Company! A. Schedule 1 in 
Exhibit 9 is a schematic flow sheet of the Northern Gas 
Product Company’s extraction plant being constructed at 
Bushton, Kansas. This plant is designed to process 900,- 
000 Mef of natural gas per day. The process used is a 
conventional one in which the gas streams are contacted 
with a lightweight oil which absorbs principally propane- 
and-heavier components from the gas. Both of the gas 
streams and the absorption oil are refrigerated to in- 
crease the efficiency of the recovery operations. After 
passing through the absorbers, the gas is returned to the 
transmission line. The remainder of the plant operation 
is devoted to separating the absorbed components from 
the absorption oil and fractionation of the recovered hydro- 
carbons into commercial grade propane, normal butane, iso- 
butane and natural gasoline. The re- 
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covery of these products causes 2 shrinkage of approxi- 
mately 27,000,000 cubic feet per stream day in the volume 
of the gas passed through the plant and, in addition ap- 
proximately 9,114,000 cubic feet per stream day of this 
gas stream is utilized for plant fuel in the supporting 
utilities. 
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The absorption oil, containing ethane, propane, isobu- 
tane, normal butane, and the pentanes-and-heavier com- 
ponents absorbed from the gas stream, flows to the de- 
ethanizer where the lighter components, principally ethane, 
which is necessarily absorbed when recovering the desired 
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propane-and-heavier products, are separated and returned 
to the transmission line. The liquids from the bottom of 
the deethanizer flow to the dehexanizer where the absorp- 
tion oil is separated from the desired commercial products, 
refrigerated, and recirculated to the absorbers. The over- 
head stream from the dehexanizer is a mixture of the prod- 
ucts recovered. This stream flows through the depropan- 
izer where the propane product is removed overhead. The 
liquid from the bottom of the depropanizer flows to the 
debutanizer where a mixture of isobutane and normal bn- 
tane is taken overhead. This mixture is fractionated into 
iso-butane and normal butane products in the deisobutani- 
zer column. The product from the bottom of the debutani- 
zer column is natural gasoline. The quantities shown on 
the schematic flowsheet reflect projected operations for 
the year 1962. The process used and the specifications 
under which the plant is built are the same as those for a 
plant built by the Fluor Corporation, which is the con- 


tractor for this plant, for the Union-Texas Natural Gas 
Company at a Ryne, La., and which has been in operation 
for approximately one year. 
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Q. In connection with the extraction plant operation 
does Product Company propose to build a liquid products 
pipeline to transport its products to its various market- 
ing terminals? A. Yes. Schedule 2 of Exhibit 9 shows the 
Northern Gas Products Company pipeline connecting the 
plant at Bushton with terminals at Plattsmouth, Nebr., 
and Des Moines, Iowa, and Northern Gas Products Com- 
pany terminals to be built on the Great Lake Pipe Line at 
Clear Lake, Iowa, Iowa City, Iowa, Rosemount, Minn., 
and Amboy, Ill. Northern Gas Products Company will sell 
its products at these terminals. This line is an $5 inch 
O.D. by 0.219 inch wall transmission line with a maximum 
working pressure of 1,535 psig and a length of approxi- 
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mately 353 miles. The pump stations will be located at 
Bushton, Kansas, and Plattsmouth, Nebr. The maximum 
daily capacity of the line as now planned is approximately 
22.000 barrels per day. Initially, the line will transport 
only commercial propane but there are provisions whereby 
butane and propane-butane mixtures could be transported 
if desired. Truck loading facilities are being provided at 
each of the terminals and, in addition, rail car loading 
facilities will be provided at Bushton, Rosemount, and 
Amboy. 

Q. Please turn to Schedule 3 of Exhibit 9 and describe 
the data shown on that page. 
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A. This sheet shows an estimate of the Bushton extraction 
plant operations in 1962 adjusted for 360 days of opera- 
tion. The volumes shown result from use of the process 


deseribed earlier. The schedule shows the amount and 
heating value of gas streams entering and leaving the 
rich gas and lean gas absorbers, the volumes of commer- 
cial propane, isobutane, normal butane, and natural gaso- 
Tine recovered, and the volumes of shrinkage due to prod- 
nets recovered and the use of gas for plant fuel. 

Q. Schedule 3 of Exhibit 9, to which you have just re- 
ferred, has two columns, one headed ‘‘Product Shrink- 
age,’’ and the other “Plant Fuel.’? Have you prepared a 
detailed analysis of the plant fuel volumes which will be 
required and an analysis of the reduction in heating value 
and the volume of shrinkage attributable to the manufac- 
ture of the products to be made at the plant? <A. Yes. 
Schedule 4 of Exhibit shows the estimated fuel require- 
ments of the plant. Required fuel volumes are taken from 
gas leaving the rich gas absorber shown on the schematic 
flow sheet, schedule 1. Annual fuel requirements are 3,281 
MMcf representing 2,982,639 MMBtn. 
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Schedule 5 of Exhibit 9 shows the method of calculating 
both the reduction in heating value and the volumetric 
shrinkage attributable to the products recovered. The 
physical constants used are those published in the Natural 
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Gasoline Association of America publication No. 2145-57 
and are in standard use throughout the industry. On the 
basis of 360 days of plant operation, annual reduction in 
the heating value or Btu content of the gas stream proc- 
essed in the plant is 28,072,151 MMBtu. On the same basis 
of operation, volumetric shrinkage will be in an amount 
of 9,972 MMef. 

Volumetric shrinkage and fuel used totals 13,253,000 
Mef per year. Reduction in heating value attributable to 
both fuel use and product extraction totals 31,054,790 
MMBtu per year. 

Q. Have you prepared an estimated or pro forma in- 
come statement and balance sheet reflecting the operations 
of Northern Gas Products Company? A. Yes. These data 
are shown at Schedules 6 and 7 of Exhibit No. 9. Estimated 
expenses and revenues are shown at sheet 1 of Schedule 6. 
Explanations for the various detailed items are given at 
sheet 2 through 5. You will note that 60 percent of the 
cost of the plant is to be ultimately financed through the 
sale of 5 percent debentures; the balance through equity 
securities. The financing structure was given to me by Mr. 
Strauss, the president of Northern Natural, and he fur- 
ther advised that Northern Natural will own all of Prod- 
ucts Company’s equity and, initially, all of its debt. Pro 
forma balance sheets for years ending December 31, 1961, 
and December 31, 1962, are shown at 
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Schedule 7. The extraction plant and storage facilities 
at Bushton are estimated to cost $13,240,000. A contract 
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for the construction of the plant itself has been let to the 
Fluor Corporation at a construction cost figure of approxi- 
mately $10,000,000 and construction is underway at the 
present time. Contracts for the construction of the stor- 
age facilities in an amount of approximately two million 
Gollars have also been let. The liquid products pipeline and 
associated terminals are estimated to cost $11,190,000. 
Right-of-way is now being purchased for this pipeline. 


142 
Winston V. Hultquist 
Br Mr. Wolf: 


Q. Will you please state your name and address for the 
record? A. Winston V. Hultquist, 2223 Dodge Street, 
Omaha, Nebr. 


° e e s e ° ° e ° 
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Q. Will you now turn to the document marked for 
identification as Exhibit 10 and state whether this exhibit 
was prepared by you or under your supervision and direc- 
tion? A. It was. 

Q. Will you describe the exhibit briefly and state the 
purpose for which it is presented? A. This exhibit con- 
sists of four schedules showing the incremental rate base 
and cost of service, depreciation, return, taxes, gas pur- 
chases, and operation and maintenance expenses estimated 
for the first year of operation of the facilities herein applied 
for. The first year of operation has been used since the 
costs meet the most severe test because they are greater 
than will be experienced in subsequent years due to the 
reduction in the rate base by reason of accruing depre- 
ciation. 

The purpose of this exhibit is to present the estimated 
costs and revenues resulting from the operation of the 
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proposed facilities and the effect of such costs and revenues 
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on the system as a whole, based on the system costs sub- 
mitted in evidence in Dockets G-19040 and G-19041. These 
dockets concern Northern’s current rate case. 

Q. Will you now turn to Schedule 1 of Exhibit 10 and 
explain that schedule? A. Schedule 1 shows in column 
(b) a summary of the transmission division rate base and 
cost of service, depreciation, return, taxes, gas purchases, 
and operation and maintenance expenses estimated for 
the first year of operation of the facilities herein applied 
for. The first year of operation has been used since the 
costs meet the most severe test because they are greater 
than will be experienced in subsequent years due to the 
reduction in the rate base by reason of accruing depre- 
ciation. 

The purpose of this exhibit is to present the estimated 
costs and revenues resulting from the operation of the 
proposed facilities and the effect of such costs and revenues 
on the system as a whole, based on the system costs sub- 
mitted in evidence in Dockets G-19040 and G-19041. These 
dockets concern Northern’s current rate case. 

Q. Will you now turn to Schedule 1 of Exhibit 10 and 
explain that schedule? A. Schedule 1 shows in column 
(b) a summary of the Transmission Division rate base and 
cost of service, after merger with Permian Basin Pipe- 
line Company, based on the 
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hearing exhibits in Dockets G-19040 and G-19041. The re- 
turn and related income taxes have been adjusted to a 
6.25 percent rate of return to comply with the Commis- 
sion’s Opinion No. 342 issued on March 7, 1961, in con- 
nection with the above-mentioned dockets. The net cost 
of gas sales shown on line 22 of column (b) is identical 
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with that shown on Schedule 5, line 12, column (j) of the 
cost of service data supporting the substitute tariff sheets 
filed with Opinion 342. These substitute tariff sheets were 
accepted for filing and were made effective by Commission 
order issued May 24, 1961. 

Column (da) is a summary of underlying schedules, to 
which reference is made in column (c), which build up to 
2 rate base as shown on line 9 and a net cost of gas sales 
as shown on line 22. On line 23 the revenue from the sale 
of gas to Northern Gas Products Company of $6,096,380 
has been calculated by multiplying the annual sales volume 
of 13,253,000 Mecf, which was testified to by Mr. Sanderson 
in connection with Exhibit 9 by the contract price of 46 
cents. The contract setting forth this price was testified 
to by Mr. Sampson as Exhibit 8. A comparison of the 
revenues on line 23 of column (d) with the net cost of 
gas sales on line 22 results in an excess of revenues over 
the incremental cost of service applicable to this docket 
of $2,191,110 shown on line 24, column (d). 
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Column (e) sets forth the result of combining the in- 
cremental rate base and cost of service in column (d) with 
the total system rate base and cost of service in column 
(b). A comparison of the net cost of gas sales on line 
22, column (b), with the corresponding cost on line 25 of 
column (e) shows that the sale to Northern Gas Products 
Company is estimated to reduce the system net cost of 
gas sales by $2,191,110. 
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O. P. White 


was called as a witness, being first duly sworn, and testi- 
fied as follows: 


Direct Examination 
By Mr. Wolf: 


Q. Would you please state your name and address for 
the record? A. O. P. White, 2223 Dodge Street, Omaha, 
Nebraska. 

Q. What is your present occupation, Mr. White? A. I 
am a Senior Rate Analyst with Northern Natural Gas 
Company. 


Q. Will you now turn to the document that has been 


marked for identification as Exhibit No. 12 and state 
whether this exhibit was prepared by you or under your 
supervision and direction. A. It was. 

Q. Before giving a detailed explanation of the data con- 
tained in the exhibit, will you please describe in general 
terms what this exhibit shows? A. This exhibit deals with 
the allocation of costs to the deliveries of gas which North- 
ern Natural Gas Company will make to Northern Gas Prod- 
ucts Company. It bears directly on the question of whether 
the 46¢ price established in the contract between those 
parties, in Exhibit 8, recoups those 

156 
of Northern’s costs which would be allocable against these 
deliveries under cost allocation methods used or approved 
by the Commission’s Staff. 

Q. What are Northern’s costs with which you deal in 
this exhibit and what are the allocation methods you em- 
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ploy or apply! A. Northern’s deliveries to Products Com- 
pany entail costs incurred for the purchase of gas, the 
transportation of that gas, and system general and ad- 
ministrative costs. I have employed the following alloca- 
tion methods. Gas purchased costs have been allocated on 
the Btu basis used and approved by the Commission in 
its recent Opinion 344. That Opinion dealt with deliveries 
of gas by Panhandle Eastern Pipeline Company to the 
Tuscola Petrochemical Plant located on Panhandle’s lines 
at Tuscola, Illinois. Transportation and administrative 
and general costs have been allocated on the basis of alloca- 
tion methods employed by the Staff in Docket No. G-19040 
and other recent Northern rate cases. Staff’s methods have 
been modified only to reflect the use of the Commission’s 
approved Btu basis for allocation of purchased gas costs. 


157 


Now, Mr. White, please turn to Schedule 1 of Exhibit 
12 and explain the data shown on that schedule. 

The Witness: Schedule 1 illustrates the detailed alloca- 
tion of costs to the proposed sale to Northern Gas Products 
Company using as a basis the Federal Power Commission 
staff cost allocation method, modified as explained previ- 
ously. In this schedule (End Page 4) the total Trans- 
mission Division net cost of gas sales, amounting to 
$171,074,313, developed by witness Hultquist in Exhibit No. 
10, Schedule 1, Col. (e), line 22, has been used for the 
allocation. 

In general the FPC staff method used in Docket G-19,040 
was to classify costs as ‘‘demand”’ or ‘‘commodity’’, and 
to allocate demand costs on the basis of the average three 
day sustained peak volumes, and commodity costs on the 
basis of annual volumes. The allocation of a portion of 
the cost was weighted by the miles of travel. This method 
is in general the Atlantic Seaboard method as applied to 


40 


(158) 


Northern in Federal Power Commission Opinions 228 and 
281. 

The allocation factors used in the cost allocation to the 
products plant are shown on Schedule 1 at lines 2 through 
7, The total factors shown in column (i) represent basically 
the factors developed by the FPC staff in Docket G-19,040, 
increased by the factors applicable to the sale of the 
Products Company shown in column (j). However, the 
average 3-day 
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sustained peak used by the FPC staff in Docket No. G- 
19,040 has been adjusted upward by 1.5 percent. This 
adjustment was made to compensate for an approximate 
increase in volumes of gas, based on the assumption that 
a reduction in the Btu content of the gas will be made 
from 1,000 Btu to 985 Btu per cubic foot, and on the ad- 
ditional assumption that the usage on the peak day will 
increase in proportion to the drop in the Btu content. Like- 
wise, the annual gas volumes shown in Docket G-19,040 
have been increased by approximately 2.1 percent to com- 
pensate for the difference between an average annual Btu 
of 985 expected after the products plant goes into opera- 
tion. The basis for using 1,000 Btu on the peak day and 
1,006 Bt on the annual volumes have been testified to 
by Mr. Moylan. The basis of the 985 Btu has been testified 
to by Mr. Brady. 

The demand Mef miles shown on line 5 and the com- 
modity Mef miles shown on line 6 represent the peak day 
and annual (End Page 6) volumes shown on lines 2 and 
3 respectively multiplied by the miles of travel from the 
gas sources to the individual delivery points. The miles 
of travel include the miles of travel from all sources, in- 
cluding sources in the Permian Basin. 

At lines 9 through 23, of Schedule 1 the total cost of 
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service of $171,074,331 shown in Column (da), line 24, has 
been classified by functional grounps and between demand 
and commodity in conformance with the FPC staff alloca- 
tion method in Docket G-19,040. After the deduction of 
revenues from drilling and pumping and field and other 
sales, the resulting costs in column (i) have been allocated 
in column (j) to the proposed sale to the products plant 
on the basis of the factors shown at lines 2 through 7 
in column (j), multiplied by the applicable average unit 
costs shown at lines 11 through 23 in column (c). The 
allocation of $4,258,683 of gas purchased cost to the prod- 
ucts plant as shown on line 10, column (j) has been made 
on a Btu basis (End Page 7) as was done in the alloca- 
tion of cost in FPC Opinion 344 to the Tuscola petro- 
chemical plant. The allocation of gas purchased cost 
is calculated on Schedule2. 

The total cost allocated to the proposed sale to the 
Products Company on the FPC cost allocation method is 
shown at line 24, column (j) in the amount of $6,005,135. 
This results in an average cost of 45.3 cents per Mcf for 
the volume reduction of 13,253,000 Mcf chargeable to the 
gas products plant. 

Q. Mr. White, I believe you testified that the allocation 
of the cost of gas purchased to Northern Gas Products 
Company was developed on Schedule 2 of Exhibit 12. 
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Will you explain the detail shown on that schedule? A. 
Schedule 2 shows the computation of the Transmission 
Division cost of gas purchased as allocated to Northern 
Gas Products Company on the basis of the Btu’s removed 
from the gas stream by the Products Company, consistent 
with the method used by the Commission in allocating 
gas purchased cost to the Tuscola, Illinois plant in Opinion 
No. 344. (End Page 8) 
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The 14.07 cent figure shown on line 1 represents the 
average Transmission Division cost of gas purchased per 
Mef per the G-19,040 and G-19,041 hearing exhibits after 
merger with Permian Basin Pipeline Company. By divid- 
ing the figure by the 1,026 average Btu of gas gathered 
per cubic foot shown on line 2, which has been testified 
to by Mr. Brady in Exhibit 4, Sheet 3, I arrived at the 
average cost of gas per MM Btu of 13.71345 cents shown 
on line 3. By applying this unit cost to the total Btu’s 
removed by the Products Company in the amount of 
31,054,790 MM Btu’s shown on line 4 and which was testi- 
fied to by Mr. Sanderson in connection with Exhibit 9, I 
then arrived at the total cost of gas purchased allocated 
to Gas Products Company on a Btu basis of $4,258,683 
as shown on line 5. 


W. A. Strauss 


was called as a witness, and having been first duly sworn, 
was examined and testified as follows: 


Direct Examination 


By Mr. Wolf: 


Q. Will you please state your name and address for 
the record? A. W. A. Strauss, 2223 Dodge Street, Omaha, 
Nebraska. 


Q. Are you President of Northern Natural Gas Com- 
pany, Mr. Strauss? A. I am. 

Q. Is the Northern Gas Products Company a wholly- 
owned subsidiary of the Northern Natural Gas Company? 
A. It is. 

Q. State briefly what will be the business of Northern 
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Gas Products Company! A. Northern Gas Products Com- 
pany will be a manufacturer of liquid petroleum products. 
Principally that company will manufacture propane, bu- 
tane, iso-butane and natural gasoline to be extracted from 
the natural gas stream transported by Northern Natural 
through its Bushton compressor station. 

Products Company will also build and operate liquid 
products pipeline extending from Bushton to Des Moines, 
Towa, and some 6 sales terminals to be located at various 
points in Nebraska, Iowa, Minnesota and Tlinois either 
at sites along its liquid products pipeline or along the route 
of the existing Great Lakes Pipeline. 

The latter company is a long-established common car- 
rier of liquid petroleum products throughout the middle- 
west. Products Company will sell its products at its vari- 
ous terminals to marketers of LPG in the area, including 
the Phillips Petroleam Company, and Northern Propane 
Company, another wholly-owned subsidiary of Northern 
Natural Gas Company. 

Northern Propane Company was organized in 1960 as 
a wholesale distributor and retail marketer of LPG’s. It 
is contemplated that Northern Propane Company will sell 
propane to many of Northern Natural’s distribution com- 
pany customers for use as peakshaving. 


Q. Mr. Strauss, how will Northern finance the approxi- 
mately $3,700,000 cost of the facilities which are the sub- 
ject of its application at Docket No. CP61-132% 
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A. By use of cash on hand. Additionally Northern has a 
revolving line of credit of approximately $47 million. As 
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this credit is drawn down periodically, we do permanent 
financing, maintaining a debt ratio of not in excess of 60 
percent and an equity of 40 percent or more. 
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Q. I understood in the answer to one of the questions 
of Mr. Renquist, you indicated that the additional monies 
paid to the producers listed on Exhibit 15 for the right 
to extract liquids was done with the intent in mind of 
building the extraction plant. 

Would you detail that a little bit for me, please? 
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A. Most of these particular contracts were executed dur- 
ing the years 1957, 1958 and 1959. 

One of the concerns we have in transmission of gas is 
gas conditioning, to make sure it is transportable through 


our system. 

We are weighing two prospects. One would be a field 
plant as a gas conditioning plant, because this particular 
system contained considerable GPM, gallons per thousand 
cubic feet. 

Also I am advised that the company, as such, was con- 
sidering a main line extraction plant as a future operation. 
I am referring back a few years. 

Therefore, with either a field plant or with Bushton as 
a prospect, Bushton plant as a prospect, the company felt 
we could count on these BTU’s by actually purchasing that 
contractual right which had value to the producers, and 
we determined that a penny was a fair price to offer, and 
as I say, 17 of 18 accepted the penny. 

Q. Was this field plant that you were considering as an 
alternative to Bushton a non-jurisdictional facility as you 
viewed it? A. I don’t think that decision had been made. 
It was made outside of the gas supply department. 
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Q. Was there any thought that this alternative field plant 
was somehow necessary in order to render the gas 
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to be pipeline quality? A. I think that was one of the 
prime considerations. 

Q. But you could have removed all of the liquids that 
were in the gas without paying a penny for the right, could 
you not? A. These producers had, as long as in the years 
1963 and 1964, depending upon how the contract was 
worded, to establish their own gasoline plants. 

Q. And if the producers removed it, that would have 
removed the burden from your removing it wouldn’t it? A. 
That is correct, it would have. 

Q. So it really wasn’t necessary in order to make it of 
pipeline quality then, was it, Mr. Wilson? A. Our com- 
pany, on that particular system, I am told had considerable 
problem with liquids dropping out of the lines. In other 
words, our pipeline drips were constantly overflowing. It 
became an operational problem that prompted us to con- 
sider this plant. 

Onur feeling was that either they or we would probably 
have to do something about it—similar to our Spearman 
installation, which is a gas conditioning activity. 

Q. When did you first pay the producers for the right 
to extract liquids? Is that on here—would that be the con- 
tract date under column (g)? A. No, that would have been 
the date that the increase 
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in rate was permitted to become effective by the FPC. 
J have a very brief rundown of that under column (n). 
Q. Prior to the date shown in column (n) of Exhibit 15, 
did any producer ever remove the liquids from the gas 
under contract on that exhibit 151 A. The only permis- 
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sible removal of liquids was under standard field separa- 
tion. 

Q. So that no one ever had built a processing plant and 
removed the liquids, even though some of these contracts 
are dated as far back as 1956? A. That is correct. 

Q. Was this penny price that Northern offered to the 
producers and 17 out of 18 of the producers accepted that, 
was that some kind of a going rate in the industry or where 
did that come from? A. No, we determined probably the 
producers could sell their extracted liquids in the neighbor- 
hood of four to five cents per gallon. By a rough estimate 
we determined it probably would take two to three cents 
pergallon to extract it, leaving them a return of one to 
two cents. Therefore, we determined that probably one to 
two cents would be an acceptable price to them as giving 
up that contractual right without a plant. We offered 
the one cent and it was accepted by the seventeen of the 
eighteen. 


Q. Do any of these contracts contain provisions providing 
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for the waiver by the seller of his right to extract liquifiable 
hydro carbons? <A. All of these Hugoton Deep contracts 
reserve unto Northern Natural processing rights. 

Q. Do you—— A. In other words, it is done so by 
silence. It is not specified that the operator may produce, 
but on the other hand—I mean process—he does not have 
a right to process. 

Q. It is not expressly reserved in the contract? A. That 
is right. 

Q. It would be your understanding of the contractual 
practices where that is not expressly reserved you are buy- 
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ing raw gas straight? A. That is correct. We would have 
the processing privilege. 

Q. Can you assign in any of these contracts a percentage 
of the contract prices being paid for that right? A. No, I 
could not. 

Q. In negotiating any of these contracts, was there any 
discussion by the seller as to the amount which he should 
receive because he was relinquishing such a right? A. I 
participated in most of these negotiations, or was aware 
of most of the negotiations, and I think only in one or two 
cases was processing taken up in any degree. 
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Q. Would your answers be the same referring to the 
other contracts; that is, the contracts other than the Deep 
Hagoton, on Exhibit 17? A. In almost every gas purchase 
negotiation that we have, the producer seeks to acquire 
rights to process his gas. That is one of the trading points, 
or points of negotiation. That is, it would be particularly 
so at Harper Ranch of Clark County, Kansas, and certain 
of the Beaver County fields listed here. 

Q. Are you presently paying, under any of these other 
contracts, the seller for waiver of his right to process gas? 
A. It is not stipulated as that. 

Q. Isee. A. Not as such. 

Q. Under none of these contracts has he reserved such 
aright? A. In the area of Lea County, New Mexico, I’m 
referring now to particularly the Amerada Petroleum con- 
tract, line 1—— 

Q. Yes, sir. A. —that particular contract provides that 
in the event Northern processes, we will then share back 
to the producer a portion of the return. 

Q. Is that the only such contract with that provision in 
it? A. Well, all of the Lea County ones. 
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Q. If you will now turn to Exhibit No. 16, which shows 
the contracts containing an upward BTU adjustment, I 
note that all of these contracts listed are dated subsequent 
to the end of 1956. 

Does this indicate that such provisions are relatively 
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recent development in the industry, in your experience? A. 
The purchasing procedure of granting, you might say, a 
premium for gas containing heat content in excess of 1,000 
BTU came into practice in the years 1954-55, and has been 
popular since that time. 

Q. Would you say that they have become a standard 
practice? A. It has become a standard request of many 
producers in their negotiations to seek to have it drawn into 
the contracts. In some cases, due to competitive reasons, 
it is included; in others, it is resisted. 

Q. Is Northern at the present time entering into con- 
tracts containing this provision? For example, do any of 
the new contracts shown on Exhibit 17 contain such pro- 
visions? A.I refer you to lines 10, 11, 12, 13 of Exhibit 17. 
Our initial contract with Cabot Corporation, for one, pro- 
vided for an upward adjustment for BTU. Subsequently, 
Ohio, Apache and Eason added additional acreage, or sup- 
plemented the amount of acreage we had in that area by 
supplemental acreage dedications. 

They have ratified the Cabot contract that has drawn into 
it our willingness to pay an upward BTU adjustment, if, 
as and when it is ever permitted by the Federal Power Com- 
mission in individual producer hearings. 

Therefore, it would be proper to say that by these 
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ratifieations we are continuing at points to contract for gas 
providing for upward adjustment. 


Mr. Case: Mr. Examiner, we propose to have further 
direct testimony for Mr. Wetterberg concerning the new 
exhibits that were marked for identification as Exhibits 
Nos. 26 and 27. 

Presiding Examiner: All right. 


By Mr. Case: 

Q. Mr. Wetterberg, will you turn to the exhibit marked 
for identification as Exhibit No. 26, and explain the con- 
tents of that exhibit? A. This exhibit is presented as a 
result of the request from Staff Counsel for working pa- 
pers supporting the use of the gas flow equation employed 


in the calculations for peak-day delivery. 

The papers included herein compromise derivation of 
the flow formula, the isolation of the effect of change in 
gravity, a basic brake horsepower per million curve, and 
an elevation correction curve for horsepower. 

Q. Mr. Wetterberg, jast a moment ago you used the word 
“‘eompromise,’’ you meant comprise, did you not? A. Yes, 
‘‘eomprised.”’ 

Q. Will you now turn to the exhibit marked for identifica- 
tion as Exhibit No. 27, entitled ‘‘Exhibit No. 7 (Page 6 
Supplement) Average Summer Day, 1962” and state what 
this exhibit shows? 

619 

A. This exhibit is a supplementary exhibit to page 6 of 
Exhibit 7, which I have previously sponsored. This sup- 
plement is supplied as a result of the request of Mr. Pardee 
for an average summer day flow condition at the Bushton 
Compressor Station. 
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The numbers adjacent to the location numbers corre- 
spond to the volumes of gas and BTU values for location 
points shown on page 6 of the peak day exhibit. 

Q. From whom did you receive the volumes shown on 
this exhibit? A. The volumes of gas for this exhibit were 
furnished by Mr. Brady, whose values for the hydrocarbon 
extraction plant, shrinkage and fuel were furnished by Mr. 
Sanderson. 

The volumes for sales were furnished by Mr. Moylan. 

The fuel required for Bushton and north, as well as the 
unaccounted for, were supplied by Mr. Stockman. 

Q. Would you briefly summarize the volumes of gas 
shown to be flowing to the Bushton Station under the con- 
ditions which you have just mentioned? A. The total vol- 
umes shown entering the station is a summation of vol- 
umes including estimated sales, Redfield injection volumes, 
unaccounted for, station fuel, plant shrinkage volumes, in 
the amount of 1,382,604 Mcf per day. 


The volumes are accounted for on this page in the 
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summation of volumes shown at reference points 26, 21, 
14, and 18. 

The resultant average BTU for the stream of gas north 
of Bushton under the conditions shown in this supplement 
for each identification point correspond to the location 
points on the peak day flow diagram. 


Mr. Wolf: We tender Mr. Sanderson for cross-examina- 
tion. 
Cross Examination 
By Mr. Asher: 
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Q. Dr. Sanderson, one further question on this subject 
we were discussing. 
es s e e es s e > e ° 

Q. On transcript 256 you testified that the minimum 
price for the sale of propane to Phillips Petroleum Com- 
pany was three and a quarter cents puls a terminal charge 
which varied with the terminal at which Phillips took 
the propane. 

Do you recall that? A. Yes, sir. 

Q. And on Schedule 6, sheet 2 of your exhibit 9, it is 
stated that the figures for revenues from sales of pro- 
pane to Northern Propane and other are figured on the 
same price as that used for sales to Phillips? A. That is 
correct. 
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Q. So that I understand from that the same price is 


shown for all the propane sales on Schedule 6, sheet 1? 
A. That is correct. 

Q. Dr. Sanderson, we compute unit price per gallon of 
propane of 4.69 cents per gallon by dividing the total 
revenues for propane shown on sheet 1 by the production 
of propane which you show in Schedule 5. I believe that 
same figure is shown in your working papers. Is that 
correct? A. I believe that is correct. 

Q. So that the terminaling charge involved in this com- 
putation of revenues is the difference between 4.96 and 
3.25, or 1.44 cents, and that Phillips appears on your work- 
ing papers, is that correct? A. That is correct. 

Q. That figure is an average figure, is it not? A. That 
is correct. 

Q. I would like to ask you to read into the record the 
terminal charges of which that average is composed, as 
shown on your work sheets. A. The terminaling charges 
used in calculating the 1.44 cents which you have just 
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staged, are as follows: Bushton, .50 cents per gallon; 
Plattsmouth, 1.06 cents per gallon; Des Moines, 1.44 cents 
per gallon; Mason City, otherwise called Clear Lake in 
our work, 1.77 cents per gallon; Rosemount, 1.94 cents per 
gallon; Iowa City, 1.89 
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cents per gallon; Prophetstown, otherwise called on oc- 
casion Amboy, 1.92 cents per gallon. 

Q. As we understand your work papers, these terminal 
charges include a charge for transportation on the North- 
ern Products pipeline, Great Lakes tariff charges where 
applicable, and the charge for terminal service itself: is 
that correct? A. That’s correct. 

Q. Now referring again to Schedule 6, sheet 1, and look- 
ing at the products other than propane, our understanding 
is that there is no transportation charge beyond Bushton 
included in these revenues figures. A. That is correct. 

Q. Does that mean that it is contemplated that these 
products will be sold fob Bushton? A. That is the present 
plan. 

Q. And will not be transported through the Northern 
Products pipeline? A. There are no immediate plans for 
that. 

Q. Looking again at Schedule 6, sheet 1, as we under- 
stand your work papers, the revenues shown in the second 
line for sales of propane to Northern Propane Company 
and to others are computed in the following manner: A 
certain volume of propane is stated as to be taken by Phil- 
lips. Then the difference between total production of 
propane and 
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the volume to be taken by Phillips is assigned as propane 
to Northern Propane Company and others. And that 
column is then multiplied by this 4.69 cent price. 
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Is that correct? A. That is the way the computation 
was made. 

Mr. Falk: Mr. Examiner, may I interrupt with one ques- 
tion to ask something of Dr. Sanderson that I do not think 
is correct, lest it get too far separated in the transcript. 

Presiding Examiner: Is there any objection? 

All nght. 


By Mr. Mastor: 


Q. Did you say Schedule 6, sheet 1, of your exhibit does 
not include any terminal or transportation charges? A. 
No. The reference that Mr. Asher made was specifically 
to isobutane, or natural gasoline. In that respect that is 
true, it does not include any transportation or terminal 
charges on that material. 

Mr. Mastor: Thank you. 

Presiding Examiner: North of Bushton. 

The Witness: That material is sold at Bushton. 


Presiding Examiner: Whatever was included before 
would be up to Bushton? 

The Witness: Bushton is the source of that material. 

Q. But the volume shown for propane to be delivered 
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to Phillips Petroleum, the work sheets indicate that in 1962 
that is estimated as 162,630,000 gallons; is that correct? 
A. 162,630,000 is correct. 

Q. And is that amount of propane greater than the 
minimum amount of propane that Phillips is required to 
take under its contract with Northern Products? We un- 
derstand the contract provides for 120,000,000 gallons as 
a minimum. Is that correct? A. I am afraid your under- 
standing of the contract is not complete. The Phillips Com- 
pany, Phillips Petroleam Company, has agreed to take or 
pay for all the material produced at this plant, speaking 
now of propane, excepting only those amounts which North- 
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ern Gas Products needs for its own use, such as sale to 
Northern Propane or to its customers for standby or peak 
shaving. 

Q. Is that what the others include, the sales to customers 
for peak shaving on line 2 of this Schedule? A. Others does 
include an exception for such sales. 

Q. Referring again briefly to the application where it 
is stated that Northern Products proposes to sell liquids 
for petrochemical manufacture, are any such sales in- 
cluded in the ‘‘Others”’ classification on line 2? A. No. 
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Q. Can you give us the breakdown of volume between 
Northern Propane and others in line 2? A. The best esti- 
mates at this time are that Northern Propane will require 
about 20,000,000 gallons a year, and that others will require 
9,310,000, the total being 29,310,000. 

Q. Can you tell me if in the ‘<others’’ sales there are 
any sales in addition to sales to utility customers for peak 
shaving, and if so what such sales are? A. We have not 
forecast any others. 

Q. So that the ‘‘others’’ volumes is your forecast for 
peak shaving purposes? A. I understand that. 

Q. Does Northern Propane have an account with North- 
ern Products regarding the sale of propane, to your knowl- 
edge? A. Not to my knowledge. 

Q. One more question about the products other than 
propane. You have testified that the prices which are used 
to compute the revenues shown on Schedule 6, Sheet 1, do 
not include any transportation costs beyond Bushton. 
From that, are we correct in— 

Mr. Wolf: Excuse me, Mr. Asher. I think you mis- 
stated yourself on the basis of your own questions. Would 
you like to have the question read? 

Mr. Asher: Yes. 


(The reporter read the record as requested.) 
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Mr. Asher: I think that is correct. 
Mr. Wolf: You did say ‘‘other than propane’’? 
Mr. Asher: Other than propane, yes. 


By Mr. Asher: 

Q. Since that is true, are we correct, Dr. Sanderson, in 
computing the price per gallon simply by dividing these 
revenues by the production, annual production for 1962, 
which you show on the schedule? A. Yes, and I believe 
you should come up with the same numbers that are 
shown on the work sheet. 

Q. Thank you. 

And that would be 5.25 cents per gallon for isobutane, 4 
cents per gallon for normal butane, and 7.26 cents per 
gallon for natural gasoline? A. That is correct. 

Q. The arithmetic is checking pretty well this morning. 
It doesn’t always. 


Now I would like to refer you to tab 4 of the second 
supplement of the application, Sheet 2. A. Yes, sir. 

Q. That sheet shows production of propane under col- 
umns 1, 2, and 3, which I believe represent first, second, 
and third year of operation of the extraction plant. It 
also shows propane revenues. You will note that it shows 
such revenues separate from transportation costs, I believe, 
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because those are shown separately at the bottom of the 
sheet; is that correct? A. That is correct. 

Q. When we divide the first year’s revenues, projected 
revenues from sales of propane, by the production shown, 
we get a price of 3.5 cents per gallon, and when we make 
a similar computation with respect to the second year 
price we get a price of 3.63 cents per gallon. 

Remembering that these prices are based on revenues 
not including any transportation beyond Bushton of liquids, 
I would like to ask you why the price shown in work papers 
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to Exhibit 9 has been reduced to 3.25 cents per gallon at 
Bushton. A. The answer to that lies in the date at which 
the individual pieces of work were done. This is prior 
to February 10th. At that time there was no Phillips con- 
tract. You will note that we have used the minimum in 
our present showing in the Phillips contract. We believe 
that that is what will be realized at this time, taking into 
account the markets as they are now. 

Q. That is what I wanted to ask you. As a marketing 
advisor, Dr. Sanderson, does the drop in price reflect in 
part at least the fairly disastrous decline in propane prices 
that has occurred since this application was filed? A. Are 
you implying that the application was a 
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disaster? The answer is no. 

Q. Not in this question, anyway. A. No. At the time 
we prepared the first application, the supplement to which 
you refer, we were going on our best estimates of the 
situation at the time. We would, of course, prefer to have 
a 3.5-cent minimum if we had been able to negotiate that. 
On the present showing we are showing this minimum since 
the purpose of this is to indicate exactly what can be counted 
upon. 

733 

Q. You referred to the 3.25 cents as a minimum price. 

Am I correct in understanding the Phillips contract 
that any increase over that 3.25 cents price which North- 
ern Products will receive will depend upon the price at 
which Phillips is able actually to sell the propane they 
take from you? A. That is correct. 

Q. And that actually any excess over 3.25 cents would 
be computed by taking the Phillips resale price, f.o.b. the 
terminal on the Products pipeline, deducting from that 
price the appropriate terminaling charge, and then ap- 
plying the figure of 90 pereent to the result of that de- 
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duction as the price to be received by Northern Products. 
Have I stated that correctly? A. That part of the price 
which is determined by the products sale. Of course you 
add back to that the terminaling charge. 

Q. My question was directed solely to any increase over 
the 3.25 cents at Bushton? A. That portion I believe you 
are correct, yes. 

Q. Now, I would like to ask you to refer to the map, 
which is Schedule 2. 

I would propose that the area surrounding these ter- 
minals that are marked with a ‘‘T’’ located on the North- 
ern Products pipeline and on Great Lakes pipeline, repre- 
sent the 


the markets in which you expect to sell propane and the 
other liquids to be produced at Bushton. Is that correct? 
A. If I understand your question, you are inferring that 
the geographical area encompassed by the circles on the 


map are what we expect as a market area? 

Q. No, sir. 

My first question on this was simply, is the market 
area in the general area surrounding these terminals? A. 
Yes. 

Q. In your marketing estimates how did you define that 
area? For example, what radius out of these terminals 
did you consider to be the marketing area for Northern 
Products production? A. This is not a problem with us 
inasmuch as we have a guarantee take-or-pay contract 
with Phillips. That is their problem. 

Q. What about the propane that is to be sold to North- 
ern Propane Company? A. That is Northern Propane’s 
problem. 

Q. Then I take it you didn’t make any studies or esti- 
mates of the geographical marketing area that would be 
served with the products you are producting? A. Not 
for this showing. 


58 


(796) 


Q. You testified that you were retained as a marketing 
adviser. I wonder whether you made any studies for 
Northern 
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Products as to the market area that Northern Products 
might hope to serve? A. Northern Gas Products? 

Q. Yes? A. Yes. 

Q. Could you tell me approximately—let’s take the ter- 
minal of Rosemount. Did those studies indicate that the 
marketing area from Rosemount would include, say, all 
of Minnesota south of the Twin Cities? 

Mr. Wolf: Mr. Examiner, I think that for the first time 
during Mr. Asher’s cross-examination I shall object to 
the question as being wholly irrelevant and immaterial 
to the issues in this proceeding. 

You will recall that in an earlier question, in response 
to an earlier question Dr. Sanderson indicated that the 
Northern Gas Products Company, which as you appreciate 
sells only liquid products, had certain contracts and ar- 
rangements for the sale of its products, and that conse- 
quently market studies or surveys, such as he may have 
made otherwise, were not a matter of concern. Con- 
sequently interrogation as to the details of the marketing 
area that may or may not be near a terminal located at 
Rosemount, Minnesota, it seems to me at the very least 
is wholly beyond the testimony at issue, and irrelevant 
to the issues here. 

Presiding Examiner: Those questions seemed very rele- 
vant 
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to the certificate which the Products Company applied for 
and which the Commission said it had no jurisdiction over. 
They don’t seem relevant to this proceeding. 

Mr. Asher: I think they are relevant in this respect, 
Mr. Examiner: The Schedule 6, sheet 1 revenues are ad- 
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mitedly estimates for a future year. The territorial scope 
of the market that is to be served is a consideration that 
goes into making those estimates. These revenues for 
1962 are part of Dr. Sanderson’s direct testimony ; directed 
toward the feasibility of the plant. As a matter of fact 
the original revenue figures were put in at the request of 
the staff, a supplement to the application. 

I think all that points to the relevancy of the questions 
concerning the considerations that go to make up these 
estimated volumes and estimated revenues for 1962. 

I don’t intend to pursue this very far if the witness— 

Presiding Examiner: I certainly don’t think that I would 
be properly performing my duty if I let you pursue it 
very far. 

Mr. Asher: Let me try and rephrase the question. 


By Mr. Asher: 
Q. Dr. Sanderson, can you give us any description of 


the territorial limits to the market area which Northern 
Products estimated it might serve with the production to 
come from the Bushton plant? 
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A. Not at this time. 

Q. I would like to ask you, Dr. Sanderson, whether in 
your opinion as a marketing adviser the sales of propane 
to Phillips Petroleum shown on Schedule 6, sheet 1 repre- 
sent sales in a new market? 

Mr. Wolf: Mr. Examiner before the witness answers 
the question, I think Mr. Asher would indulge me, as to 
whether the witness understands what Mr. Asher means 
by the phrase ‘‘new market.’’ And perhaps Mr. Asher 
would help out by defining that term. 


By Mr. Asher: 


Q. I will be glad to define what I mean by ‘‘new.”’ 
Is it propane that Phillips is going to use for new uses, 
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or sell to new customers? A. Phillips Petroleum Com- 
pany’s plans for marketing this I believe are their main 
concern, and only their concern. 

We are depending upon a contract with a substantial com- 
pany that they will take or pay for this material. If they 
dont’ take it, they will pay for it. 

Q. You know, do you not, that Phillips is already mar- 
keting propane in the area tributary to the terminals shown 
on that map in Exhibit 91 A. We are aware of this. 

Q. So that in that sense Phillips is not serving a new 
market in this area, is that correct? 
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A. If they are already selling material in the area I 
would say that they are not serving a new market for them. 
Q. And prior to the beginning of production of the pro- 
pane and other products at the Bushton plant, they are 


acquiring the propane which they sell in this area from 
other sources, is that correct? A. That would seem to 


follow. 

Q. You are aware also, aren’t you, Dr. Sanderson, that 
Northern Propane Company is buying up existing propane 
distributorships in this same area? <A. I believe that has 
been mentioned in the newspapers. 
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Mr. Wolf: The next witness for cross-examinatioa is 
Mr. Hultquist. 


Whereupon, 
H. V. Hultquist 


was called as a witness and, after being duly sworn, was 
examined and testified as follows: 
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Presiding Examiner: Mr. Ross? 
By Mr. Ross: 


Q. Mr. Hultquist, I have a few questions which are de- 
signed to illuminate the coverage and the premises and 
the methods which you have used in making your incre- 
mental cost study. 


Q. Just one or two more questions, Mr. Hultquist. 

Beturning to your Schedule 3, Exhibit 10, you show, of 
course, there the additional volumes to the present cus- 
tomers on an annual basis of 8,911,700 Mef, and these vol- 
umes are necessary to compensate for reduction in heating 
value of the gas which they have been receiving. I note 
that your footnote states that ‘‘this additional volume is 
based on an increase in the total volume of sales of such 
customers of 418,391,400 Mcf,’’ which is a figure taken 
from Docket G-19040—‘‘to 427,303,100 Mcf.’’ I won’t ask 
you to look at it, but I will ask you to accept that Mr. 
Moylan’s exhibit 6 shows estimated sales to these cus- 
tomers during the 1962 heating season of 523,605,900 Mcf. 

These are the total sales in contradistinction to the 427- 
million figure which I just quoted which comes, of course, 
from your Schedule 3. 

My question is: Why would it not have been more ap- 
propriate to have determined the additional volumes neces- 
sary to make the existing customers whole, based on your 
1962 expected total? A. The adjustment that I made here 
is based on the sales volumes included in Docket G-19040, 
and not based on 1962 volumes. 

The Btu of 1006 furnished by Mr. Moylan was furnished 
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on the basis that that is the proper percentage or the proper 
Btu to use in computing additional volumes due to reduc- 
tion in Btu on the volumes in G-19040, not on 1962 volumes. 

Q. Would you turn, then, to Exhibit 6, please, if your 
counsel will supply you that exhibit. 

Presiding Examiner: I thought you had only one more 
question, Mr. Ross. 

Mr. Ross: Mr. Examiner, these are follow-up questions 
from the same question. If you note, they do relate to it. 
I have two questions here that I am trying to ask in one. 


By Mr. Ross: 


Q. Turn to page 4, Exhibit 6. You will note there that 
they show the necessary Btu adjustment during the year 
1962 of 10,101,200 Btu. I’m sorry; that is Mef. It is in 
the column headed ‘‘Btu,’’ but it must be Mef. 

As a cost analyst I would like to ask you why you felt 
that it was proper to utilize a Btu adjustment for a past 
period—1960 estimated—at a time when the plant would 
not even be on the line, and not to utilize the anticipated 
volumes during the year in which the plant it is anticipated 
will be on the line and actually will be affecting the cus- 
tomer? A. This exhibit is based on calculating the incre- 
mental costs applicable to this docket and adjusting the 
G-19040 costs, and on that basis an adjustment in volumes 
of 
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this sort would necessarily be made to the volumes included 
in the G-19040 total system costs and not in the 1962 vol- 
umes. 

You get into 1962 and you are into an entirely different 
set of costs and volumes, and we are here showing the 
effect that this would have on the costs in Docket G-19040 
and G-19041. 
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Q. I take it, then, that, as I understand what you just 
said, you are saying in effect that the costs which you are 
showing now are not indicative of the costs on the system 
in 1962 at the time it is anticipated the plant will go 
into operation; but rather they are based on costs, ad- 
justed costs from another entirely distinct proceeding re- 
lating to a past year? 

Is that a fair summary of what you have said? A. IfI 
may restate it a little bit. The incremental costs as ap- 
plied to the operation of the facilities necessary to serve 
the Products plant are based on the first year of opera- 
tion of the Products plant, but the figures, the total system 
costs that we are adjusting are costs in G-19040, and for 
that reason we must adjust the volumes in G-19040. 

Q. But you are not adjusting those, jast so the record 
will be clear. I don’t want to argue with you, but I think 
there is an implication there that you are adjusting 19040 
costs to reflect 1962 costs, and as I understand your testi- 
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mony you are not doing that. A. We are adjusting the 
19040, in effect adjusting the additional gas necessary to 
be purchased, based on the sales as shown in G-19040. 

Q. But those are the sales in 19040, not sales in 1962? A. 
That is correct. 

Q. One further question, Mr. Hultquist. 

You know, of course, I am sure, very well that they 
propose to recondition the low-pressure line from Mullin- 
ville to Bushton, and increase the pressure on that line 
from about 500 to 640 pounds, I believe it is. 

Do you happen to know, for our information, whether 
the expense of reconditioning that line will be capitalized 
by Northern for income tax purposes, or will it be ex- 
pensed? A. Are you speaking now of the cost of recon- 
ditioning the line that Mr. Ward has included in his cost 
of facilities? 
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Q. Yes. Those are the only costs we know about. Those 
i are the ones we are referring to. A. Yes. I would assume 
that they would be capitalized as he has shown in his 
exhibit. 

Mr. Ross: Thank you, Mr. Hultquist. That is all. 

I have no further questions. 


O. P. White 


resumed the stand and testified further as follows: 
Cross-examination (Resumed) 
Presiding Examiner: Mr. Ross, or Mr. Cohen? 
By Mr. Ross: 
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Q. Could you explain your answer, please? 

Mr. White, I would be willing to allow the record to rest 
with your last answer, and I will withdraw my question. I 
will be willing to accept the record as it now stands. 

I have a couple of more questions which relate to other 
matters which will take relatively little time. I note that 
Schedule 1 of Exhibit 12, the same schedule that we have 
been referring to, utilizes approximately 478,784,000 Mcf 
of gas as the total system sales. I understand that this fig- 
ure is based on the exhibits in Docket No. G-19040 repre- 
senting the estimated volumes for the calendar year 1960. 

As I understand it, since the purpose of your exhibit is 
to make an allocation of the incremental costs 
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of operating the Extraction Plant and the Extraction Plant 
will utilize the facilities which are sought in this exhibit, 
and certainly, at least as far as the figures that we have 
been supplied are concerned, will be operating in 1962 
rather than in 1960, why wouldn’t it have been more ac- 
curate and more appropriate to allocate on the basis of 
these three sales volumes which are anticipated in 1962? 
A. If you were to do that you would completely change 
the system cost of service used as a basis in my allocation 
procedures here. You would have increased volumes of 
gas, you would have to add additional facilities, and the 
cost to move these additional volumes of gas on these 
facilities, and the increased gas purchased. Everything 
would be different. 

That is why I have used the volumes comparable with 
the costs that we have based our allocation procedures on. 
Q. I would like to clarify your answer on one point. 

You are not saying, are you, that it would have been 
impossible for you to have based an allocation on 1962 
estimated cost, just as your allocation actually is based on 
1960 estimated cost? This would not have been an impossi- 
bility for yout A. Yes, you might have been able to com- 
pute a total system cost of service for the year in which the 
Products Plant would begin operation. That would have 
been possible 
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but not within the time limits we had, and since 19040 was 
already in the record and available to everybody, and was 
the latest total system cost of service that we have made, 
this is the reason we have used it. 

Q. I take it that you employed this method because it 
was the most readily available and simplest method of 
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showing the incremental costs? A. For the purpose of 

these proceedings, that is correct. 

e e e . e e e > e 
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Mr. Wolf: The last witness to be tendered for cross 
examination, Mr. Examiner, is Mr. Strauss. 


Whereupon, 


Willis A. Strauss 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 

Mr. Wolf: We have no further direct examination of 
Mr. Strauss. I believe Mr. Stanley is ready to commence 
cross examination. 
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By Mr. Ross: 

Q. Mr. Strauss, you have testified in your direct testi- 
money at transcript 176 regarding Northern Natural’s 
plans through its subsidiaries or its affiliates to manufac- 
ture liquid petroleum gas products at Bushton, and to 
transport those products through the pipelines to various 
terminals. You also referred to the plans of your company 
to acquire propane distribution facilities through the 
Northern propane company. 

Could you give us, as of the present time, the amount of 
capital which would be invested in these proposed acquisi- 
tions and developments? A. Are you asking for the cur- 
rent amount or the projected amount? 

Q. I am asking for the projected amount. A. I can’t 
give you a projected amount. 


1001 
Q. Let me refer you, then, to Schedule 6 of your Exhibit 
9 in this proceeding, Sheet 4 of 5, and ask you to note, 
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merely for the purpose of my question, that you show there 
a total facility investment, including working capital in 
the extraction plant and the pipeline of approximately 
$26 million. 

Also I note for the purpose of these questions that in 
Northern National’s 1960 financial report to its stockhold- 
ers, the title of it is ‘‘1960 Financial Statistics.’’ On page 
4 it is stated that you intend to invest $5 million in retail 
propane distribution properties and $5 million for natural 
gas distribution. 

I am on the wrong figure here. 

I would like to direct your attention only to the $5 mil- 
lion for retail propane distribution property. If you add 
that $5 million to your $26 million, you get a total projected 
investment of about $30 million, do you not? A. My answer 
will be a definite no until I understand the figures you are 
talking about. 

Are you speaking about something that was published 
some months ago? 

Q. This is a report that was published apparently by 
your Vice President and Treasurer, Mr. H. H. Siert, and 
it is for the year 1960. 

Mr. Strauss, I am simply trying to get an approximate 
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order of magnitude for the investment in these facilities 
in order to ask you a few questions about them. I am not 
trying to pin you down as to what you projected. A. My 
only difficulty with the question is that I have no idea of 
whether the $5 million you refer to is in addition to the 
$26 million or whether the $26 million embodies the $5 
million. 

Q. The $26 million would not. That is clear on this ree- 
ord. The $26 million relates only to Northern Gas Prod- 
ucts Company’s investment. So it could not embody any 
investment of the Propane Company. A. All right. 


68 


(1005) 


Q. So you have a minimum, as I understand it, of about 
$30 million which is the projected investment in these facili- 
ties for the year 1960 and later, I suppose. A. All right. 


e ° ° e Sd ° * s e e 
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Q. Mr. Strauss, I have just one further question. I 
note from Northern Natural’s quarterly letter 
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to stockholders for the period ending March 31, 1961, which 
is dated May 2, 1961, and which is signed by you as presi- 
dent and Mr. Merriam as Chairman of the Board of 
Northern: 


‘‘Northern is negotiating a contract for the sale of 
helium to the Federal Government for conservation. 
The helium will be extracted from Northern’s natural 
gas supply and the project will include the construc- 
tion of a helium plant at Bushton, Kansas.’’ 


Mr. Strauss, it is my understanding that many of the 
facilities and operations that are necessary to extract heli- 
um from a natural gas stream are similar to or identical 
to the facilities that are necessary to extract hydrocarbons 
in liquid form from a natural gas stream. 

I fully appreciate the Federal Power Commission has 
no jurisdiction over this helium plant as such. However, 
the Power Commission would have an interest in the plant 
to the extent not to regulate it or to prevent its being con- 
structed but to the extent it might affect the cost picture 
of the operation of the extraction plant. 

Are you in position to tell us at the present time what 
volumes of helium do you contemplate will be extracted 
in this proposed plant? That is the first question. 

The second question: To what extent will any facilities 
in this plant, or any other cost factors, affect 
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or be connected with or related in any way with the extrac- 
tion plant in the proposed facilities here? 

Mr. Wolf: Mr. Examiner, I will object to the question 
as being irrelevant and immaterial to any of the issues 
in this proceeding. 

Mr. Ross: Mr. Examiner, I would like to be heard on 
the objection before you rule, if you please. 


e ° e e e e ° ° 
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Mr. Ross: I think your point is well taken. 
By Mr. Ross: 


Q. Mr. Strauss, is the statement in your report, the re- 
port I cited to you, correct? Would you like to see a copy 
of the report? A. No. You are referring to the paragraph 
that—— 

Q. The paragraph that I quoted. A. Yes, that is correct. 

Q. So that there will be a helium extraction plant con- 
structed to remove helium from Northern Natural Gas 
mainline stream at Bushton? A. I don’t know that. 

Q. You are saying that this is a proposed plant only? 
A. Yes, we are hopeful of building one. 

Q. If the plant is still in a proposed stage, are you 
in a position to give me any information as to volumes or 
facilities? A. I don’t know. We have not concluded a con- 
tract with the government. Therefore, we are still, you 
might say, in a negotiating stage. Frankly, I don’t know 
my legal 

1010 
rights under that situation. 

Q. I have just one further question. You are not in 
@ position to tell us whether this will be connected in any. 
way with the extraction plant which is involved in this 
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docket? Physically in any way connected or associated 
with it? Do your plans contemplate that? A. I want to 
tell you that we plan that in the event we conclude a con- 
tract with the Federal Government as a part of this helium 
conservation program that it is anticipated that our plant 
will be located in this Bushton vicinity. 

Q. But you are not in a position to tell us at the pres- 
ent time whether any of the facilities will be common? Do 
you contemplate that there will be any common facilities? 
A. Common facilities? 

Presiding Examiner: Common with whom, Mr. Ross? 

Mr. Ross: I am sorry, Mr. Examiner. With the extrac- 
tion plant. 

Presiding Examiner: Do you mean with the plant as a 
plant facility, not any pipelines going away from it or 
anything of the kind? 

Mr. Ross: I would want to include the pipelines as well. 
An overall project. 


Mr. Wolf: Mr. Examiner, I submit that the question is 
improper. The witness has stated that there is no plant. 
Mr. Ross has asked him whether he can tell him specific 
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details. The witness has said that he cannot. This is just 
repetitious on something that is not relevant to this pro- 
ceeding. 

Mr. Ross: Mr. Examiner, the witness has stated that 
it is contemplated that the plant will be built in the vicinity. 
My question is whether or not it is contemplated that the 
plant will have any common facilities of any kind with 
the existing extraction plant. If the witness is not in a 
position to answer that, he can simply say ‘‘I don’t know 
at this time.’’ 

The Witness: Mr. Ross, if a contract were consummated 
with the Federal Government, and a subsequent plant built, 


71 


(1011) 


it is my understanding that such a plant would be built on 
the downstream side of the Products plant. As to what 
facilities are common, getting back to your term, I am 
sorry, I don’t know. 

Mr. Ross: Thank you very much, Mr. Strauss. 

We have no further questions. 

Presiding Examiner: That would clear up the point in 
the sense of the plant itself, the absorbers and so forth, 
that none would be common? 

The Witness: Yes. We have anticipated that it would 
be a strictly separate company, separate property, and 
everything. 

Presiding Examiner: Does the Staff have any questions? 


e e es o e ° . * se 
1049 
Prepared Testimony of Ben C. Altman 
By Mr. Pardee: 


Q. Please state your name and address. A. Ben C. 
Altman, 1723 Harney Street, Omaha, Nebraska. 


1057 

Q. Would you explain Schedule 6, please? A. Set forth 
at Schedule 6 is the calculation of the weighted average 
Btu of Northern’s total system sales for the twelve months 
ending July, 1959. As shown at Lines 16 and 17, the 
weighted average Btu for this period was 1015. 

Q. What is the significance of this particular 12-month 
period? A. The twelve-month period ending July, 1959, re- 
ferred 

1058 
to is the base period in Docket G-19,040 and the period on 
which Northern’s future estimates are based. This sched- 
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ule has been included to show the weighted average heat- 
ing value of 1015 Btu on which Northern’s cost of service 
as developed in G-19,040 is based. 


Q. Would you explain Schedule 3 of this exhibit? A. 
Shown at Schedule 3 is the loss of transmission capacity 
of Northern’s system as a result of the operation of the 
extraction plant. 

At Line 2 is the Btu of the gas at Bushton on the peak 
day before extraction. At Line 3 is the Btu on the peak 
day north of Bushton after extraction. At Line 4 is the 
decrease of 33 Btu/Cf as proposed in this docket. At Line 
5 is the percentage reduction in Btu or energy which will 
be transported in each cubic foot of gas to be delivered 
north of Bushton as a result of the extraction operation. 

At Line 6 is the increase in transmission capacity as a 
result of the reduction in specific gravity of the gas from 
0.68 to 0.66. The increase in transmission capacity has 
been segregated into two parts: flow capacity of the pipe- 
line and compression capacity. Shown at Line 7 is the 
increase in flow capacity of 1.38 per cent as a result of the 
reduced gravity. The calculation of this increase in flow 
capacity is shown in Footnote 2 using the formula set 
forth on page 8 of Exhibit 26. 
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As shown on Line 8, there is essentially no increase in 
compressor capacity as a result of the reduction in gravity. 
(End of page 13) 


The net loss in energy which can be transported in 
Northern’s system as a result of the operation of the 
extraction plant is set forth at Lines 10 and 11. The net 
loss of 1.85 per cent in flow capacity at Line 10 was cal- 
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culated by subtracting the per cent increase in flow capa- 
city at Line 7 from the per cent decrease in energy trans- 
ported per cubic foot at Line 5. The net loss in compressor 
capacity of 3.23 per cent at Line 11 was calculated by 
subtracting the increase in compressor capacity at Line 8 
from the per cent decrease in energy transported per 
cubic foot at Line 5. 

The evaluation of the effect of this loss of transmission 
capacity is set forth at Schedule 4 and 5 of this exhibit. 
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Mr. Boss: Mr. Examiner, I am William Ross, repre- 
senting Mid-America Pipeline Company. 

Before we call Mr. Roach, who is our first witness, there 
is a preliminary matter which I would like to take up at 
this time, with the Examiner’s permission. 
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The third and fourth requests were for copies of cor- 
respondence or other communications with Mid-America 
shippers, Mid-America’s consignees, and Northern Nat- 
ural’s customers relating to this proceeding or to the pro- 
posed extraction facility. Mid-America also considers this 
irrelevant. However, it is willing to answer it on the rec- 
ord. Mid-America has had no correspond2nce or other 
communications at any time with its shippers or consignees 
regarding this proceeding or the proposed extraction facili- 
ties. Mid-America has had no correspondence regarding 
this proceeding, or the proposed extraction facilities, with 
any of Northern Natural’s customers with the single ex- 
ception of an exchange of letters with Minneapolis Gas 
Company in which Mid-America requested the ban of cer- 
tain documents which had appeared in the public record 
of the Federal Power Commission in the earlier G-19040 
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proceeding. As I have stated, that exchange of letters 
related solely to a request by Mid-America that Minneapo- 
lis loan us these documents which are a matter of public 
record. 


1325 
David A. Roach 


was called as a witness, and having been first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Ross: 


Q. Mr. Roach, I hand you a copy of the prepared testi- 
mony of David A. Roach and ask you whether or not you 
are the David A. Roach which is mentioned in this testi- 
mony? <A. I am. 

Q. Mr. Roach, if I were to ask you these questions today, 
would your answers be the same? A. They would. 

Q. Do you adopt this testimony as your sworn testimony 
in this proceeding? A. I do. 

Mr. Ross: Mr. Examiner, I would request that this testi- 
mony be incorporated in the record as though read. 
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Presiding Examiner: The witness may hand a copy of 
his prepared testimony which he adopts as his sworn di- 
rect in this proceeding to the reporter, and the re- 
porter is directed to set forth in the transcript at this 
point, as though read, the witness’ adopted and sworn-to 
testimony. 


(The prepared testimony of David A. Roach is as fol- 
lows) : 


1327 
Prepared Testimony of David A. Roach 


Q. Will you state your name and address? A. David A. 
Roach, 1437 Boulder Avenue, Tulsa, Oklahoma. 

Q. What is your present occupation? A. I am Vice 
President of Mid-America Pipeline Company, Tulsa, Okla- 
homa. 

Q. Will you briefly give your educational background? 
A. I am a graduate of the University of Nebraska with a 
degree of Bachelor of Science in Civil Engineering. I am 
a member of Sigma Tau, National Honorary Engineering 
Fraternity and Sigma Xi—National Honorary Research 
Society. 

Q. Please describe your professional background and 
experience. A. From 1941 to February 1946 I served in 
the Corps of Engineers, U. S. Army. From February 1946 
to October 1946 I was employed by Peter Kiewit Sons 
Company as supervisor of highway construction. In Octo- 
ber 1946 I joined Phillips Pipeline Company, Bartlesville, 
Oklahoma, as a pipeline engineer. (End of page 1) 

As such I made pipeline flow studies, did general pipe- 
line design work, conducted economic studies, supervised 
field operations involving startup of new facilities, recom- 
mended the application of new equipment and did other 
general engineering work. 
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In July 1952 I was made chief engineer of Phillips Pipe- 
line Company. In that capacity I was responsible for the 
supervision of new design and construction and the prep- 
aration of transportation economic studies for both Phillips 
Pipeline Company and Phillips Petroleum Company. Phil- 
lips Pipeline Company is a common carrier pipeline sys- 
tem operating more than 3,000 miles of crude and product 
pipelines. The system handles all varieties of crude oil, 
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unfinished natural gas liquids, as well as finished products, 
including propane and butane. In September 1957 I was 
elected Vice President and director of Phillips Pipeline 
Company with responsibility for pipeline and terminal de- 
sign and construction, economic studies covering pipeline 
design and construction, extension of new pipeline facilities 
and other related economic studies concerning product and 
crude oil supply and distribution. The economic studies in- 
volved both domestic projects for Phillips Pipeline Com- 
pany and foreign projects for Phillips Petroleum Com- 
pany. In addition I served as part-interest executive deal- 
ing with the ownership, operation and economic analysis 
of joint interest pipelines (End of page 2) owned by Phil- 
lips and other companies. In 1959 I made an investiga- 
tion of transportation facilities of Venezuela relating to 
construction of crude oil terminal facilities to serve Vene- 
zuelan concessions for which Phillips was an 
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operator. 

In April 1960, I joined Mid-America as Vice President, 
with headquarters at Tulsa, Oklahoma. I serve as general 
manager of the company and report to the company Presi- 
dent. My duties include the solicitation of traffic, the ne- 
gotiation for new plant connections and the continual sur- 
veillance of competitive factors affecting Mid-America and 
its present and potential traffic. In this connection I at- 
tempt to keep in constant touch with all available informa- 
tion concerning current supply and demand patterns in the 
natural gas liquids industry, and evaluate its possible effect 
on Mid-America Pipeline Company. 

Q. Mr. Roach, have you previously testified before regula- 
tory agencies? A. Yes. I testified before the Alberta Con- 
servation Board relating to a natural gas liquids pipeline 
proposal for the transportation of Canadian natural gas 
liquids to the United States. I have also testified before 
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the Interstate Commerce Commission and the regulatory 
commissions of the States of Wisconsin and Iowa. 

Q. Have you participated in industry committees or 
other similar functions? (End of page 3) A. Yes. I au- 
thored a paper entitled ‘‘Pipeline Transportation of Li- 
quified Petroleum Gas,” which was presented at 
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the mid-year pipeline meeting of the American Petroleum 
Institute in Atlanta, Georgia, in 1951. I also co-authored 
a similar paper presented to the Transportation Division 
at an annual meeting of the API. 

I am presently Chairman of Subcommittee 5C2 of the 
API’s Division of Transportation relating to handling of 
special products by pipelines. I am also a member of the 
API Program Committee for the mid-year pipeline con- 
ference. I am currently serving as Vice President of the 
Pipeliners’ Club of Tulsa. I have served as a panel mem- 
ber on various phases of pipeline transportation at panels 
conducted at regional meetings of the A.S.M.E. Pipeline 
Division of the API. For several years I was a technical 
assistant to the Chairman of the Terminal and Storage 
Committee of the Military Petroleum Advisory Board 
and prepared transportation studies for that committee. 

Q. I show you Exhibit 44 entitled ‘‘Materials to Accom- 
pany Testimony of David A. Roach.’? Was this exhibit 
prepared by you or under your direction? A. Yes. 

Q. Would you please describe briefly Mid-America Pipe- 
line Company and its operations? A. Yes. Mid-America 
Pipeline Company is a publicly-owned (End of page 4) 
common carrier pipeline system operating under the regu- 
lation 
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of the Interstate Commerce Commission. It is a ‘‘for 
hire’’ carrier and is not a producer, marketer or procurer 
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of the materials which it transports. It can secure traffic 
only on its ability to deliver product from its sources to 
a final destination in competition with other carriers and 
sources. This system was constructed in 1960 and placed 
in operation during the latter part of that year. It was 
constructed at a cost of $65 million raised by the public 
sale of debt and equity securities and institutional bor- 
rowing. Physically the system reflects the latest develop- 
ments in liquid pipeline technology, including control and 
operation of pump stations and terminal deliveries from 
the central office in Tulsa. It is designed specifically for 
the transportation of natural gas liquids. 

As shown on Plate I of my exhibit, Mid-America’s busi- 
ness is the transmission of natural gas liquids from the 
producing areas of New Mexico, West Texas, the Oklahoma 
Panhandle and pipeline connections in Central Kansas to 
the consuming areas in the North Central United States. 
The main commodity transported by Mid-America for 
23 present shippers consists of propane, which is delivered 
to tank cars or trucks at seven existing terminals for fur- 
ther transportation to ultimate destination. An eighth 
terminal at Ogden, in Central Iowa, will be placed in op- 
eration in October of this year. 
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(End of page 5) In addition to transporting propane to 
the above destinations, Mid-America is also equipped to 
transport natural gasoline, butane and iso butane to des- 
tinations designated by shippers. Various refineries lo- 
cated in the McPherson-El Dorado areas of Central Kansas 
constitute the main present market for these liquids. Mid- 
America is connected to these refineries via the Kaneb 
pipeline system. At the present time Mid-America is de- 
livering iso butane to two refineries in this area. 

As shown in Schedule 1 of my exhibit, Mid-America is 
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presently connected to gasoline plants and refineries pro- 
ducing large quantities of these liquids. As shown on the 
schedule, there are also plants adjacent to the existing Mid- 
America system which are not connected but are a poten- 
tial source of liquids for transportation. Other plants can 
deliver to Mid-America through connecting pipelines as 
shown in the schedule. Schedule 2 indicates the quantity, 
the location and size of underground storage facilities 
which are available to the Mid-America Pipeline system. 
Some of these storage facilities receive liquids by truck 
or tank car from outlying plants and thus add to the sup- 
ply of liquids available to Mid-America for transportation. 
Additional] details on the gathering system of Mid-America 
are incloded in the schematic layout labeled Plate IT. 
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(End of page 6) Q. How was the market served before 


Mid-American came on the scene? A. Prior to the con- 
struction of Mid-America pipeline, the natural gas liquids 
requirements of the North Central United States were 
supplied from local refinery and plant sources and by im- 
portation via other means of transportation. As shown 
on Plate I, there are numerous local sources, such as gaso- 
line plants and refineries, located in the general importing 
area now served by Mid-America. 

Such portion of the natural gas liquids requirements of 
the North Central United States as was imported before 
the construction of the Mid-America pipeline in 1960 came 
into the area from many origins. Phillips Pipeline Com- 
pany, as shown on Plate I, has distribution terminals in 
Kansas, Missouri and Illinois transporting product from 
Oklahoma-Texas panhandle origins to these destinations. 
In addition, Texaco-Cities Service Pipeline Company trans- 
ports propane as a mixture with crude oil to the East Chi- 
cago area where these products are separated and further 
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transported to the terminals and underground storage 
shown in Michigan and Indiana. The Texas Eastern (Little 
Inch) Pipeline brings propane from Gulf Coast origins to 
terminals in Ohio and southwestern Indiana. The latter 
terminal will be placed in operation this year. Large quan- 
tities of propane are moved via tank 
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cars into the area from (End of page 7) surrounding origin 
points, but principally from New Mexico, West Texas and 
Oklahoma origins. Propane reaches the eastern portion 
of this area via barge. Products are also entering the north 
portion of the area from Canadian sources. 

Q. Are transportation costs a significant factor in the 
delivered price of natural gas liquids such as propane? A. 
Natural gas liquids are usually produced to conform to 
standard industry specifications. Thus, they are generally 
fungible in nature. The delivered price of such liquids in 
the consuming area referred to includes a substantial 
amount of transportation. In many instances the trans- 
portation costs, as a part of delivered price, exceed the 
value of the product. For this reason the product produced 
at local sources usually finds a market or has a competiti- 
tive advantage in the immediate area of the plant. As 
there are some several hundred producing origins for these 
liquids, a purchaser has a wide latitude in selecting his 
source of supply. 

Q. What, in your opinion, determines whether Mid-Amer- 
ica receives traffic? (End of page 8) A. The cost at origin 
and the transportation costs to final destination are the 
major factors determining whether liquids can be sold in 
a given market and consequently 


1335 


whether a transportation company secures these liquids 
for transportation. 
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Q. What is the approximate size of the North Central 
area requirement for, e.g, propane? A. As shown in 
Schedule 3 of my exhibit, the 1960 consumption of pro- 
pane in the general North Central area shown on Plate 
I was approximately 1,502,000,000 gallons, as reported to 
the Bureau of Mines. 

Q. What has been the effect upon the available natural 
gas liquids transportation in this area by the construction 
of Mid-American’s pipeline system? A. The construction 
of Mid-America’s pipeline provided a new transportation 
system capable of delivering a substantial portion of the 
requirements of the North Central area. As calculated in 
Schedule 3, based on 1960 consumption figures and deduct- 
ing our estimate of local supplies, we have estimated that 
Mid-America, with present capacity and at anticipated load 
factors, can deliver 49 percent of the (End of page 9) re- 
quirements of Illinois, Iowa, Kansas, Minnesota, Missouri, 
Nebraska, North Dakota, South Dakota and Wisconsin. 
Expanding our system by horsepower addition would en- 
able us to deliver approximately 76 per cent of the required 
imports of this area on a total area basis. The light green 
shaded area on Plate I indicates all of the counties into 
which we 
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had delivered propane by August of 1961, as determined 
from destinations appearing on tank car and truck bills 
of lading. As indicated by the green shaded area, Mid- 
America because of competition with other sources, has 
not delivered into a large portion of Illinois, Kansas or 
Missouri. In the primary destination area of Iowa, Wis- 
consin, Minnesota, South Dakota, Nebraska and one-half 
of Missouri, our calculations show Mid-America has a 
capability of delivering 68 per cent of the import require- 
ments of these states with present capacity and 105 per 
cent with ultimate capacity. 
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Q. Do you believe the existing transportation system 
is adequate to supply the North Central area? A. Yes. 
As described previously, Mid-America in 1960 added a 
substantial increment of capacity. The need for imports 
has been reduced by expansion of plant and refinery pro- 
duction close to importing areas and the construction of 
(End of page 10) underground storage facilities at these 
sources. This is illustrated by Schedule 8 in the refinery 
production indicated for Zone B and Zone C. Schedule 4 
indicates the expansion of storage facilities (i.e., inventory) 
at refining centers. 

An additional supply source on the Little Inch Pipeline 
will provide additional imports from the Gulf Coast area. 

Other pipeline systems serving the area are also con- 
nected to producing areas of expanding supply. 
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Thus it appears that the transportation system of pipe- 
lines, trucks, tank cars and barges available in 1959 plus 
Mid-America’s new capacity is well able to handle the 
transportation of propane imports which may be required 
to move into this area. Expansion of local production and 
storage facilities will further reduce requirements for im- 
ports. 

Q. You have just indicated that adequate transportation 
capacity exists to supply the propane needs of the North 
Central area. Are supplies of propane available in the 
origin areas in sufficient quantities to meet these needs? 
(End of page 11) A. In my judgment, yes. In addition to 
the existence of the fully adequate transportation facili- 
ties which I have just mentioned, statistics indicate that 
there is an adequate, in fact probably more than adequate, 
supply of propane available to supply. the requirements of 
the North Central area. As shown in Schedule 4, reported 
inventories of propane are at a high level compared to 1959. 
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The schedule also reveals that inventories in the Mid-Con- 
tinent and West Texas-New Mexico areas, which are the 
supply areas for Mid-America, are high. This inventory 
increase has been accomplished despite an apparent pro- 
duction decrease from 1959 to 1960 in the major produc- 
tion area of West Texas-New Mexico as shown in Sched- 
nle &, Zone F. Plant production capacity is being increased 
in 
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major supply areas by the expansion of existing plants 
and the construction of new plants. 

The adequacy of propane supply is further reflected in 
the posted prices of that product. As shown on Schedule 5, 
1961 prices are at a low level in relation to the previous 
five-year prices, as recorded by the Platt’s Oil Price 
Service. 

Q. In light of the foregoing, Mr. Roach, what, in your 
opinion, will be the effect on Mid-America of the entry 
into the market of Northern’s proposed extraction plant? 
(End of page 12) A. The proposed Northern Gas Prod- 
nets extraction plant at Bushton and related pipeline facili- 
ties and the proposed transportation by Northern Natural 
and Northern Gas Products of natural gas liquids will di- 
rectly compete with the existing facilities and service of- 
fered by Mid-America. 

Q. Aside from the fact, generally, that this will offer 
competition for Mid-America, what, if anything, causes 
you particular concern? A. It is our belief that this com- 
petition will be subsidized. Northern Natural and its sub- 
sidiary, Northern Gas Products Company, propose in this 
proceeding to transport natural gas liquids from the same 
origin areas served by Mid-America to the same marketing 
area served by it, in a number of instances to terminals 
which are in close proximity to those in Mid-America. 
Northern Natural’s proposal involves 


84 


(1340) 


1339 


the transportation of the natural gas liquids as a gas in 
Northern Natural’s natural gas stream as far north as 
Bushton, Kansas, where Northern Natural proposes to sell 
_ these liquids at a stipulated Mef price to its subsidiary, 
' Northern Gas Products, which would after extraction trans- 
port a substantial portion of them, i.e. propane, (End of 
' page 13) further north in a liquids pipeline to market 
areas now served by Mid-America. We have examined the 
proposed price to be charged by Nothern Natural to its 
subsidiary for these liquids at Bushton and, as our wit- 
ness Orme indicates, we believe that these liquids are being 
made available by Northern Natural to its subsidiary at 
a cost substantially less than the cost properly allocable 
to such liquids, thus subjecting Mid-America and its ship- 
pers to competition which will have been subsidized at the 
expense of Northern Natural’s distribution company cus- 
tomers. The proposed pipeline system north of Bushton, 
on the basis of Nothern Natural’s own figures as to invest- 
ment, revenues and operating costs, appears to be uneco- 
nomic. It would be made “<economically’’ feasible only by 
an artificially low liquids price at the Bushton plant, which 
price, in turn, is the result of the availability of a subsi- 
dized raw material, natural gas, from which such liquids 
are produced or extracted. 

Q. I’d like to return presently to this matter of the 
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economics of Northern Natural’s proposed liquids pipe- 
line. But first, will you please give us your opinion as to 
the effect of (End of page 14) the Northern Gas Products 
Company’s proposal upon Mid-America’s operations? <A. 
The Northern Gas Products proposed extraction plant at 
Bushton, Kansas, is scheduled to produce 191,940,000 gal- 
lons per year of propane in its first year of operation. 


SS) 


(2840) 


This quantity of propane is equal to some 20 per cent of 
the estimated import requirements for the State of Illinois, 
Iowa, Kansas, Minnesota, Missouri, Nebraska, North Da- 
kota, South Dakota and Wisconsin as estimated in Sched- 
ule 3. Moreover, the plant has a propane extraction capac- 
ity of approximately 218,520,000 gallons per year on a de- 
sign basis provided Northern Natural can maintain a mini- 
mum Bin content of the gas supplied to Northern Natural’s 
utility customers of 975 Btu per cubic foot. As is shown 
in the record (Tr. 924-29), the price at which Northern 
proposes to sell natural gas liquids to Northern Gas Prod- 
ucts for extraction at Bushton includes a transportation 
cost from the point of the production to Bushton of only 
3 eents per gallon. Natural gas liquids transported by 
Mid-America to its Conway terminal, less than fifty miles 
from Bushton, must bear a transportation cost of from 9 
cents per gallon from Texas- 
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(End of page 15) Oklahoma panhandle origins and 1.2 
cents per gallon from West Texas origins. This great dis- 
parity in transportation cost to Central Kansas gives 
Northern Natural and Northern Gas Products a decisive 
competitive advantage over Mid-America and its shippers 
in delivering natural gas liquids into common marketing 
areas. 

Northern Natural proposes to move approximately 83 
per cent of this substantial production by its projected 
pipeline into the same areas now served by Mid-America, 
other supply sources and other transportation systems. 
Since there are now transportation and supply facilities 
capable of serving this area, the substantial quantity of 
Northern Gas Products’ production must. displace—and, 
because of its subsidized price advantage which I have just 
discussed, may well be expected to replace—propane now 
sold and transported by others, including Mid-America. 
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While Mid-America Pipeline has the greatest transpor- 
tation advantage for its shippers, and thus experiences the 
highest concentration of its total traffic in the areas closest 
to its terminals, the construction by Northern Natural of 
distribution facilities immediately adjacent to those of 
Mid-America cannot help but substantially reduce the traf- 
fic of Mid-America to these areas. (End of page 16) 
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Q. You have stated, Mr. Roach, that, considered alone, 
the liquids transportation system north of Bushton as pro- 
posed by Northern Gas Products is uneconomic. Why is 
this so? A. Information submitted by Northern Natural 
in this proceeding shows that the pipeline, even at the non- 
competitive charges on which its revenues as computed by 
Northern Natural are based, would earn an inadequate rate 
of return on investment. If pipeline revenues are computed 
on a competitive basis, the line suffers a net loss. 

Q. Will you please explain the schedules of your exhibit 
relating to the economic feasibility of the Northern Gas 
Products pipeline? A. The figures in column (3) of Sched- 
ule 9 set forth the investment, revenue and operating cost 
figures for the extraction plant and liquid pipeline com- 
bined as shown in Schedule 6 of Northern Natural’s Ex- 
hibit 9, except that interest on debentures has been omitted 
in order to indicate the true rate of return on invested capi- 
tal. Column (3) indicates that, on the basis of the 314 
cents price for propane at Bushton, which Northern Nat- 
ural’s witness Sanderson has (End of page 17) 
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testified is the minimum price Northern Gas Products ex- 
pects to receive at the extraction plant, the combined plant 
and pipeline will generate total revenues giving a 7.0 per- 
cent rate of return on a total investment of $26,600,000. 
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From the work papers underlying Northern Natural’s 
Exhibit 9 it is possible to separate the revenues and ex- 
penses of the pipeline and pipeline terminals from the ex- 
traction plant and its underground storage facilities. Col- 
umn (1) of Schedule 9 shows the revenues of the pipeline 
and terminals as so separated and indicates a net income 
after taxes of only $315,000 on an investment of $11,800,000. 
This gives a rate of return on the pipeline and terminals of 
293 percent. As shown in Column (2) the revenues of 
the extraction plant and the revenues derived from terminal 
charges at Bushton on propane sold at Bushton are suffi- 
cient to provide a net income after taxes of $1,544,000 and 
a rate of return of 10.45 percent on an investment of $14,- 
800,000. It thus appears on the basis of Northern Natural’s 
sabmission that the liquid pipeline standing by itself is 
not an attractive investment, and that Northern Natural 
expects to subsidize the uneconomic liquid pipeline project 
from the revenues of the extraction plant. (End of page 18) 

Column (5) of Schedule 9 demonstrates that, if Northern 
Gas Products obtains the maximum contract price for pro- 
pane 
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of 4.75¢ per gallon, as testified to by the witness Sander- 
son, the net earnings on the plant and underground stor- 
age facilities will be increased to $2,903,000, giving a rate 
of return on the plant and storage investment of 19.6 per 
cent. The earnings and rate of return on the pipeline and 
terminals would not change, but the increase in extraction 
plant income would raise the combined return on the plant 
and pipeline from 7.0 percent to 13.10 percent. 

I next analyzed the revenue figure of $2,626,000 shown 
on Schedule 9, Column (1), which Northern Natural credits 
to the transportation and terminal services of the pro- 
posed Northern Gas Products pipeline north of Bushton. 
As shown on the graph on page 1 of Schedule 7 and the 
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supporting data on pages 2 and 3 of this schedule, the pipe- 
line transportation and terminal charges assigned by 
Northern Natural to the subsidiary’s proposed pipeline 
are substantially in excess of the rates received by Mid- 
America for comparable services. In order to determine a 
competitively realistic dollar value of the transportation 
and terminal services performed by the proposed (End of 
page 19) Northern Gas Products pipeline, I have recom- 
puted the revenues by assigning valnes to such services 
based on Mid-America’s Conway origin rates shown on 
page 2 of Schedule 7. The total revenue derived from the 
transportation and terminal services, 
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shown on page 1 of Schedule 10, was calculated on such 
basis to be $1,879,000, in comparison to the $2,626,000 as- 
signed to this service by Northern Gas Products. Page 1 
of Schedule 10 also sets forth the calculation of rate of 
return on the proposed investment of $11,800,000 in the 
Northern Gas Products pipeline based on these competitive 
revenues of $1,879,000, using Northern Natural’s estimates 
of operating costs. This calculation indicates that the pro- 
posed pipeline would, if faced with the necessity of oper- 
ating competitively, suffer a net loss of $78,000 per year. 
I thus conclude that the projected pipeline is not economic- 
ally feasible when credited with revenues measured by 
competitive rates. 

Q. Referring again to Schedule 9, have you any further 
comment on the Northern Products extraction plant and 
storage net income and return shown in Columns (2) and 
(4) t (End of page 20) A. Yes. It is clear that, with a cost 
of natural gas liquids for extraction purposes and of nat- 
ural gas consumed as fuel in the extraction plant of $6,096,- 
000 which Northern Natural proposes to assign to its sub- 
sidiary Northern Gas Products, the extraction plant will 
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return a profit which makes it possible for the plant to sub- 
sidize the uneconomic liquids pipeline project. As I have 
already testified, it is our position that the price at which 
Northern Natural proposes to sell natural gas liquids and 
fuel gas to Northern Gas 
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Products fails to reflect by a large margin the Northern 
Natural system costs properly allocable to the liquids and 
gas delivered to Northern Gas products. This fact is estab- 
lished by the testimony of our witness Orme. As a result, 
the profits of the extraction plant operation shown on 
Schedule 9 are overstated and would be obtained only if 
Northern Natural succeeds in shifting to its natural gas 
customers a substantial portion of the costs properly at- 
tributable to the extraction operation. 

Q. Mr. Roach, would I be correct in concluding from 
what you have said that, if Northern Natural were to 
charge its subsidiary a price for natural gas liquids and 
fuel gas (End of page 21) which does reflect an allocation 
to that sale of all Northern Natural system costs attribu- 
table to the use of the system by the extraction operation, 
Mid-America would be placed in a fair or even-steven com- 
petitive position with the Northern Natural and Northern 
Gas Products’ proposed liquids business? A. No, sir; you 
are not correct since still another factor must be considered, 
namely the fact that the transportation and sale of natural 
gas liquids by Northern Natural and Northern Gas Prod- 
ucts would be conducted by a large natural gas system and 
its subsidiaries. This would give the Northern Natural 
interests several very significant competitive advantages 
over us which would not be corrected by a 


1347 


proper allocation of system costs. One of these is the fact 
that Northern Natural is and will be purchasing natural 
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gas containing natural gas liquids for use by Northern 
Gas Products at field prices regulated by the Federal 
Power Commission. In addition, Northern Natural’s abil- 
ity to use its regulated gas transmission system for the 
transportation of the natural gas liquids up to Bushton 
gives Northern Natural and Northern Gas Products an 
important joint cost advantage over a competitor like Mid- 
America whose single function is the transportation of 
natural gas liquids. (End of page 22) While I have not 
sought here to qualify the competitive effect upon Mid- 
America of the Northern Natural proposed liquids opera- 
tion, I do want you to understand that the institution of 
proper cost allocation procedures would, standing alone, 
still leave Mid-America at a disadvantage in competing 
with Northern Natural. (End of page 23) 
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Mr. Ross: I tender the witness for cross examination, 
Mr. Examiner. 

Presiding Examiner: Cross examination by counsel for 
the applicant. 


Cross Examination 
By Mr. Wolf: 


Q. Mr. Roach, Mid-America Pipeline Company is en- 
gaged solely in the business of transporting liquefied petro- 
leum gases, is it not? A. That is correct. 

Q. It does not manufacture any of the liquefied petro- 
leum gases which it transports, does it? A. That is correct. 

Q. Nor does it sell liquefied petroleum gases? A. That 
is correct. 

Q. Am I correct that this line was constructed during 
the period 1959-60, and went into physical operation in the 
latter part of the year 1960% A. That is not quite correct, 
Mr. Wolf. 
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Q. What is the fact? A. It was constructed in 1960, and 
went into operation in the latter part of 1960—not in 1959. 

Q. Am I not correct that the line was constructed for 
the purpose of serving, and is currently holding itself out 
to transport liquefied petroleum gases into and is 
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serving the nine-state North Central area of Illinois, Iowa, 
Kansas, Minnesota, Missouri, Nebraska, North Dakota, 
South Dakota and Wisconsin? A. That is correct. 

Q. I believe that your counsel referred to the fact that 
he had provided me with a copy of your tariff as presently 
on file with the Interstate Commerce Commission, and I 
will ask you only if it isn’t a fact that there are currently 
pending before the Interstate Commerce Commission pro- 
ceedings at Docket No. 33791 respecting certain rates you 
propose to charge on the movement of propane from the 
southwest to the midwest? A. A portion of the rates in 
that tariff are under investigation. 

Mr. Ross: A clarification, Mr. Examiner? 

Presiding Examiner: Yes. 

Mr. Ross: Mr. Roach, you are actually charging those 
tariffs now, are you not? 

The Witness: The tariffs are in effect, that is right. 

Mr. Ross: Mr. Wolf’s question said ‘‘proposed’’. 


By Mr. Wolf: 


Q. I am sorry, let’s get that straight. As I understand 
it, under the way the Interstate Commerce Commission 
operates, even though a protest has been filed, you can 
continue to charge the new rates which you have proposed 
by way of a filing, isn’t that right? 
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A. Well, if their action is only to investigate the rates, 
that is true. 


92 


(1351) 


Q. And so that the record may be completely clear, that 
is the action and the only action the Interstate Commerce 
Commission has taken, to investigate the rates you filed? 
A. Certain of the rates. 

Q. Certain of the rates you filed? A. Correct. 

Q. Am I correct that the Interstate Commerce Commis- 
sion has not as yet concluded the proceeding to which I 
just referred at Docket No. 337911 A. The hearing has 
been completed, Mr. Wolf, but it has not been concluded, 
that is correct. 

Q. No order of the Commission has been issued? A. 
That is correct. 

Q. Was that investigatory proceeding originated by one 
or more of the railroad transporters of propane? A. It 
was instigated by the Western Trunk Line Association of 
Railroads. 

Q. And since we are at the Power Commission, Mr. 
Roach, where some of these terms may not be wholly 


familiar, does the Western Tronk Line Association to 
which you have just referred consist of railroads which 
are transporting or moving products into the nine-state 
North Central area which you serve? 
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A. I don’t—— 

Q. In whole or in part? A. Well, in part, Mr. Wolf, 
yes. I don’t know whether they are in total. 

Q. Can you tell us how this nine-state North Central 
market was served with liquefied petroleum gases prior 
to the time that Mid-America built and placed its line in 
operation? A. It is covered starting at page 7 of my 
testimony. Prior to the construction of Mid-America Pipe- 
line—— 

Presiding Examiner: You don’t have to read that, Mr. 
Witness. 

The Witness: It is at pages 7 and 8. 
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Q. Yes, I see what you are referring to. 

One of the statements that you make at that point was 
that the natural gas liquids requirements of the North Cen- 
tral Area were supplied in part by importation via other 
means of transportation. 

Now, did those other means of transportation involve 
tank cars? A. They did. 

Q. And did they involve movement by barge? A. They 
did. 

Q. And did they involve movement by pipelines owned 
by other than Mid-America? 
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A. I so testified. 

Q. And did they likewise involve movement by tank 
truck? A. I have so testified, yes. 

Q. When Mid-America decided to build its lines and 
enter this area, to what Federal Agency did Mid-America 
have to apply to obtain permission to construct its line 
and enter this market? A. You are talking about after 
the company was formed and financed? It made applica- 
tion to no Federal Agency. 

Q. Securities were issued by Mid-America? A. That is 
correct. 

Q. And I take it that a requisite prospectus or registra- 
tion was filed with the Securities and Exchange Commis- 
sion? A. That is correct. 

Q. When Mid-America moved into this nine-state North 
Central market, did your entry into the market occasion 
any increase—any decrease, excuse me—any decrease in 
demand in the market for liquefied petroleum gases? A. 
Any decrease in demand? 

Q. Yes. A. I don’t know that I understand your ques- 
tion, Mr. Wolf. Statistics shown in my exhibit, Schedule 3, 
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show that the market for propane, according to Bureau 
of Mines figures, increased from 1959 to 1960. 

Now, Mid-America was a factor in the market only dur- 
ing, perhaps, the month of December 1960, so I can’t tell 
you at 
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the moment whether our entry into the market caused an 
increase in consumption, if I understand the question. 

Q. Well, it is my fault, because I used some incorrect 
words in my question, and I will straighten them out now. 

What I am really after is, if you know or have an opin- 
ion, whether Mid-America’s entry into the market occa- 
sioned any decrease in the demand for liquefied petroleum 
products in the nine-state North Central Area? A. I have 
no knowledge that it did. You are talking about decrease 
in consumption? 

Q. Yes. A. I have no knowledge that it did. 

Q. When you moved into the market, or entered the mar- 
ket in December of 1960, and since you have been in the 
market, is it fair to say that you have been transporting 
volumes of liquids that either could have been or indeed 
were transported by other transportation media prior to 
your entry into the market? A. Well, there are no new 
products involved, so I assume that could have been. 

Q. In fact, wouldn’t you assume that they had been? 
A. Yes, they had been. 

Q. I would like to direct attention to Schedule 3 of Ex- 
hibit 44. Am I correct in saying that the size of the market 
in the nine-state area listed on Schedule 3 was in the 
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neighborhood of 1,500,000 million gallons per year during 
1960? A. That is indicated on the exhibit as the propane 
market as reported to the Bureau of Mines. 

Q. In order that we can use figures a little less big than 
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millions of gallons, I wonder if we could translate that into 
barrels. Normally, propane is transported, or the unit of 
measurement involved is a 42-gallon barrel, is it not? A. 
Well, for pipeline purposes, that is right. 

Q. For pipeline purposes, that is correct, and therefore 
that figure that you show of 1,502,890 million gallons per 
year during 1960 would reduce itself to a barrel figure of 
approximately 36 million barrels, would it not? A. That 
sounds reasonable. 

Q. Now, if I read your Schedule 3 correctly, local sup- 
plies are the equivalent of 476,600,000 gallons per year, or 
roughly 12 million barrels, is that correct? A. That is 
correct. 

Q. Therefore, this nine-state market, in order to be 
served at just the level of 1960, requires imports in an 
amount of 25 million barrels per year, does it not? A. 
That is the indication, yes, sir. 


Q. Is it your opinion, Mr. Roach, that the nine-state 
North Central market that you serve is an expanding mar- 
ket? A. You mean total consumption—are you talking 
about the consumption column? 
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Q. Yes. A. I would say that it is an expanding market, 
yes. 

Q. In your testimony, or your statement before the In- 
terstate Commerce Commission at Docket No. 33791, you 
stated, and I am quoting from page 53 of that statement, 
“It is the judgment of Mid-America’s management that 
there will continue to be a substantial rate of growth in 
the consumption of propane within the nine-state area 
served by Mid-America, and that the Mid-America sys- 
tem will in the next 12 months carry a sufficient volume of 
propane and other natural gas liquids to make the opera- 
tion of the Mid-America pipeline a profitable venture.’’ 
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Are you part of Mid-America’s management whose judg- 
ment you were there reflecting? A. I am. 

Q. And I take it that you subscribe here before the Power 
Commission to the same statement that you made before 
the Interstate Commerce Commission? 

Presiding Examiner: As of what date? 

Mr. Wolf: I don’t have a date on the copy that I have. 

The Witness: Is that a quotation, Mr. Wolf? 

By Mr. Wolf: 

Q. What I read you, Mr. Roach, purported to be the pre- 
cise statement as recorded. I am showing it to you now. 
Does that refresh your recollection? 
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A. Yes, it does. 

Q. Now, the Examiner has inquired as to the date of 
that statement, and I must confess, Mr. Roach, I am at a 
loss for that. I thought it was some time in the latter part 


of September. Could you enlighten us on when that state- 
ment was made? A. It was the latter part of Septem- 
ber, Mr. Wolf. I don’t know the exact date. 

Q. Now, Exhibit 9 in this proceeding demonstrates that 
when Northern Natural—— A. Schedule 9, Mr. Wolf? 

Q. No. If I may start that over again—Exhibit No. 9 in 
this proceeding, which was Dr. Sanderson’s exhibit, dem- 
onstrates by reference to Schedule 3, sheet 1 of 1 thereof, 
that when the Bushton extraction plant of Northern Gas 
Products Company is in operation, it will manufacture 
approximately 191,940,000 gallons of propane per year. 

I have converted that into a barrel figure of 4,570,000 
barrels. Is it your understanding that that volume of gas, 
or that volume of propane will move into this nine-state 
North Central area to which you have referred? 

Mr. Ross: Objection to the question, Mr. Examiner, on 
the ground that it lacks sufficient clarity to be answerable. 

What assumptions is the witness supposed to make in 
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order to answer the question as to whether or not this 
amount will 
1357 

move into any market when we don’t know whether the 
facility, itself, is going to be authorized, or anything else 
about it? 

Presiding Examiner: You may take the question. 

The Witness: Would you repeat it, please? 

Presiding Examiner: Yes. (Question read.) 

The Witness: It is my understanding that the Bushton 
propane will move into this area, but it is not my under- 
standing as to the volume of 191,940,000 gallons. 


By Mr. Wolf: 


Q. Do you have a different underianding? A. That the 
volume is different? 

Q. Yes. A. As I read the sales contract, Mr. Wolf, the 
volume isn’t defined that can be extracted. This is a rep- 
resentation here. I don’t know that the volume would be 
191,940,000. As I read the contract, it could be different 
than that, less or more. 

Q. But Exhibit 9 does set out, at least so far as this 
record is concerned, an estimate of the propane to be re- 
covered, and hence manufactured at the Bushton extrac- 
tion plant in an amount of 191,940,000 gallons per year, 
does it not? A. Under certain conditions of operating this 
plant, that is correct. 

Q. Well, do you have any reason to believe that the 
amount 
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of propane that would be manufactured, and hence made 
available in this nine-state area, will be less? 
Mr. Ross: I object to the question, Mr. Examiner, be- 
cause he is quizzing this witness on the evidence—— 
Presiding Examiner: Objection sustained. 


98 


(1359) 


By Mr. Wolf: 


Q. If we can assume that the data shown in Exhibit 9 
correctly reflects the estimated production at Bushton, 
then this plant, the Bushton plant, would be producing ap- 
proximately 4,570,000 barrels of propane per year, isn’t 
that correct? A. If you make that assumption, that is 
correct, yes. 

Q. Now, if that volume of products moves into this nine- 
state North Central area, then necessarily something in 
the neighborhood of 19,830,000 barrels on an annual basis— 
using 1960 as a base—would still be required for import, 
wouldn’t it? 

I have merely subtracted the 4,570,000 barrel figure from 
the 24,400,000 barrel figure. A. I think that is correct 
arithmetic. 

Presiding Examiner: Where did you get the 24 million? 

Mr. Wolf: I got the 24,400,000 barrel figure, Mr. Exam- 


iner, by converting the gallonage figure of 1,026,640 thou- 
sands of gallons per year shown on Schedule 3 of Mr. 
Roach’s Exhibit 44 by a factor of 42. 

The Witness: How many barrels do you make that, Mr. 
Wolf? 
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Mr. Wolf: 24,400,000. 
The Witness: You are talking about the year 1960? 


By Mr. Wolf: 


Q. Yes, I am using that as a base, and I think that you 
agreed in your answer to earlier questions that it was 
your expectation that there would be a substantial rate 
of growth in the consumption of propane within the nine- 
state area, but I am using your figures which are predi- 
cated on the year 1960 as a base. 

Now, let me ask you isn’t it correct that you have re- 
cently testified before the Interstate Commerce Commis- 
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sion that Mid-America expects to ship into this nine-state 
area during the future, or during the year beginning Sep- 
tember 1, 1961, approximately 504 million gallons, or 12 
million barrels per year of propane? A. I think that is 
the correct figure. 

Q. Assuming that Mid-America’s expectations in that 
regard are met, then again using the 1960 demand as a 
base, isn’t it likewise true that there remains close to 
eight million barrels that will have to be shipped into the 
area by others? A. That is correct. I will accept your 
arithmetic. 

Q. Incidentally, Mr. Roach, since I will not be able to 
finish with you this afternoon, and we will be together 
again on Monday, I welcome any corrections to my arith- 
metic. 

1360 
A. All right. 

Q. Unfortunately, I leave a little bit to be desired as 
an arithmetician, and I will accept your corrections. 

I have divided the Mid-America Pipeline capacity which 
you show on your Schedule 3 in an amount of 948,000 
thousand gallons per year by 365 days and arrived at total 
daily carrying capacity of the Mid-America system of 
2,600,000 gallons of propane per day. 

Does that figure square with your knowledge of the 
maximum daily carrying capacity of the Mid-America line 
north of Conway, or Bushton? A. You are dividing 948 
million gallons per year present capacity? 

Q. Yes, sir. A. That sounds correct. 

Q. That is the present capacity of the Mid-America 
System north of Bushton or Conway, is it not? A. That 
is correct. 

Q. Is it a fact that in the nine-state area, the nine-state 
North Central area that you serve that your peak season 
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oceurs during the five winter months? A. I would say 
that is correct, yes. 

_ Q. IT have some little knowledge about this in the natural 
' gas business, and not as much as I would like in the liquids 
gas business, but are those five winter months roughly 
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the period November through March? A. I would say 
that is correct in a normal year, yes. 

Q. Is it accurate to say that you would transport between’ 
70 to 80 per cent of your annual volume during this five- 
month period? A. I don’t believe that is quite right, Mr. 
Wolf. 

Q. What would be the right figure, in your judgment? 
A. We show on the exhibit here a load factor—your lower 
number of 70 per cent might be close to correct. 

Q. I said 70 to 80 per cent. Do you think I am more 

close to right with the lower figure? A. 70 is closer. 

Q. All right, let’s adopt that, then, as the figure to use, 

or that we will use in this series of questions. 

Before we get to that, let me ask you one other thing. 
When we talk in terms of a capacity, a transportation capa- 
city of 2,600,000 gallons per day for the Mid-America facili- 
ties north of Bushton and Conway, I was relating that there 

to total capacity. 

Now, is that available capacity all utilized in the trans- 
portation of propane? A. At the present time, yes. 

Q. Is it contemplated that it will remain constantly in 
the transportation of propane, or do you anticipate trans- 
porting butane and isobutane t 
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A. We anticipate transporting butanes in this part of 
the pipeline that we are talking about here, north of Con- 


way, yes. 
Q. Now, to the extent you do transport some butanes, 


you would necessarily use some portion of the pipeline 
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that would be transporting propane, isn’t that right? A. 
That is correct. 

Q. If the imports required, based upon the experience 
of the year 1960 in this nine-state area are in the neigh- 
borhood of one billion gallons, as you have shown them to 
be on Schedule 3 of your Exhibit 44, and 70 per cent of that 
annual volume would be transported into the area during 
the five-month winter period, roughly a 150-day period, 
I determine that to be a daily average demand during that 
period of 4,650,000 gallons per day. 

Would you agree with that computation? 

Mr. Ross: Mr. Examiner, I don’t have any objection to 
this line of questioning, but there is a premise in that ques- 
tion that I think should be stated clearly before the wit- 
ness should answer it, and that is the assumption that the 
demand overall on the total supply runs in the same pro- 
portions as the demand on Mid-America’s supply. That 
is the tacit assumption in the question. 

Mr. Wolf could ask a question leading up to it and give 
the witness a chance to base an answer on that assumption 
and I would have no objection to that. 
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Mr. Wolf: I assure you, Mr. Ross, oddly enough that 
wasn’t my assumption, and I am perfectly willing for the 
witness to answer the question in any way that he chooses. 

Presiding Examiner: Well, it is just an arithmetic prob- 
lem. You want to assume—I will accept your arithmetic. 

If I understand what you are asking me, you took 70 
per cent of 1960 imports and then said that that would 
move in there in 150 days, and divided it out, and isn’t that 
so many barrels per day. 

By Mr. Wolf: 

Q. Yes, sir, or so many gallons per day. A. It is an 

arithmetic problem. I accept that. 
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Q. As an arithmetic problem, and I take it again sub- 
ject to your more careful review of the arithmetic over 
the weekend, you will agree with me that this averages out 
to about a demand or a requirement of 4,650,000 gallons 
per day during this 150 day winter period. 

Now, if you have—if Mid-America has a peak carrying 
capacity of 2,600,000 gallons per day, and we will assume 
that all of that will be devoted to the carriage of propane, 
then necessarily during the winter time, or this five-month 
period, something in the neighborhood of two million gal- 
lons per day must be transported into the area by someone 
else, isn’t that correct? 

Mr. Ross: I object to the question, because again it is 
based on a tacit assumption. The answer of Mr. Roach 
to the earlier question was assenting to a mere mathe- 
matical computation. It did not lay a foundation for this 
question which assumes that those deliveries will be made 
in that proportion, which of course no foundation has been 
laid for. 

Mr. Wolf: Mr. Examiner, if the witness wants to qualify 
his answer, particularly after the nature of the qualifica- 
tion has been suggested, he is competent to do that, and 
we could get along with the answer from the witness. 

Presiding Examiner: You are just objecting to approach- 
ing this on a daily average basis? 

Mr. Ross: No, Mr. Examiner, I haven’t made my objec- 
tion 

1365 
clear. What Mr. Wolf has done is to take Mid-America’s 
load factor—the amount which Mid-America delivers dur- 
ing the 150 days of the winter season, and make the assump- 


tion that all deliveries into the area would be made on the 
same load factor basis, and he is then asking Mr. Roach 
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to place on the record certain daily volumes based on that 
assumption, and I am suggesting that Mr. Wolf should 
first ask Mr. Roach whether he believes or has any reason 
to believe that all of the suppliers of this area would de- 
liver their propane supplies on the same load factor as 
Mid-America, and if he gets a yes answer, then he can 
ask these further questions. 

Presiding Examiner: Now, wait a minute. I see what 
you mean. 

Mr. Wolf: Mr. Examiner, I suggest those are questions 
that Mr. Ross can properly ask for himself. 

Presiding Examiner: No, he is right on the foundation 
matter. 

Mr. Wolf: Ob, no, he is not right on any foundation mat- 
ter at all If the witness wants to qualify his answer, what- 
ever instructions he has got or whatever he can think of, 
he can do so. 

Presiding Examiner: Then both Mr. Ross and the Exam- 
ier are wrong. 

Mr. Wolf: That could be, sir. 

Mr. Boss: No. 
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Mr. Wolf: I think, Mr. Examiner, for the moment the 
question at least on its arithmetical basis, if I remember 
correctly, has been answered, has it not—or let me ask 
the witness if he will answer the question strictly on the 
arithmetical basis. 

The Witness: Would you repeat the question, please? 

(The question was read.) 


The Witness: My answer to that—— 

Presiding Examiner: Wait a minute. Do you accept the 
application of that load factor to the 1,026 million gallons? 

The Witness: No, I don’t accept that. 
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Presiding Examiner: You do not? 

The Witness: No. The load factor that I am discussing 
here is the load factor on the Mid-America pipeline sys- 
tem. The figures shown are average figures. The estimated 
imports are average figures. They include all types of 
usage running from domestic use, with a high load factor, 
to motor fuel use, and many other uses which have a unity 
load factor, so therefore to attempt to determine what 
the peak transportation requirements are by rationing 
these average requirements without regard to seasonal 
storage in the area, which provides a lot of the peak re- 
quirement, is not a proper means of approaching it. 

The arithmetic I have no quarrel with, but I think the 
basis for the arithmetic is not correct. 
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Presiding Examiner: Well, what about the 70 percent? 


The Witness: Seventh percent to me, as far as the Mid- 
America—— 

Presiding Examiner: No, he is using that as a regional 
load factor, apparently. In other words, he is assuming 
that seventy percent of the imports are brought in in a 
five-month period. Do you agree to that? 

The Witness: I have no knowledge of that. 

Presiding Examiner: Would you take exception to it? 

The Witness: I think that is a general term used in the 
industry for domestic business, for one category of busi- 
ness, but I don’t think you can apply it universally to 
these volumes. 


By Mr. Wolf: 


Q. In any event, Mr. Roach, have we established, and 
can we agree that the maximum daily carrying capacity 
of the Mid-America facilities north of Bushton is in an 
amount no greater than 2,600,000 gallons per day on the 
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basis of the facilities presently installed? A. That is my 
testimony, Mr. Wolf. 


1392 
Q. On Friday last, your counsel stated that Mid-America 
had no correspondence or other communications at any 
time with its shippers who are consignees regarding this 
proceeding or the proposed extraction facilities. That 
appears at page 1321 of the transcript. 
Am I correct in saying, then, that Mid-America has not 
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discussed, orally with any of its shippers, Mid-America’s 
participation in or position in this proceeding? A. That 
is substantally correct, that is right. 

Q. Now, you say substantially correct. Is it entirely 


correct? A. Mr. Wolf, of course, as you realize there are 
a lot of people in the business watching this proceeding, and 
the outcome of this proceeding, and some of these shippers 
—to qualify my answer—have sought discussions, or in the 
course of conversations have inquired as to he effect of 
this on Mid-America and upon them. 

I can say to you that we have not initiated any discus- 
sions with any of the shippers in regard to this plant, or 
the proposed pipeline from Bushton north. 

Q. What shippers have inquired of you respecting the 
effect of the Bushton operation, or Northern’s certification 
in this proceeding upon them? A. None have inquired 
directly to me. 

Q. Have any of Northern’s shippers requested Mid- 
America to participate in this proceeding in the manner 
in which it has done, or to take the position herein which 
Mid-America has expressed and taken? A. I believe you 
used the words ‘‘Northern’s shippers.”’ 
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Q. If I did, I meant Mid-America shippers. A. None have 
requested this action. 
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Q. Well, is it your testimony that the raw material cost 
of propane to Northern Gas Products Company at Bush- 
ton is something different than the figure that I have 
just given? A. It is my statement that the price that—the 
result of the multiplication which you suggest will indicate 
the portion of the raw material cost at Bushton which you 
assigned to the propane portion of the liquids that you 
will extract. 

Q. Should a different figure be assigned? A. Under the 
plans of operation of the plant as outlined in Exhibit 7, 
I will accept that figure. 

Q. Now, I have calculated that figure to be 1.64 cents 
per gallon. I noted a moment ago that you were making 


a slide rule or other computation. Do you agree with that 
figuret A. Your arithmetic is improving. 

Q. Thank you. sir. 

Do you charge a shipper on the Mid-America system who 
ships product from a plant in the Permian Basin area 1.2 
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cents per gallon for shipment of propane to Conway? A. 
Is that figure in my testimony? 

Q. I have tried to make that figure as close as I can 
to my understanding of Mid-America’s presently published 
tariff, and I didn’t want to make a wrong assumption. A. 
The figure is correct, Mr. Wolf, assuming that Mid-America 
will transport propane from the Permian Basin and deliver 
it to underground shipper at Conway for approximately 1.2. 

Q. And delivering to underground shipper, you mean 
underground storage? A. Underground storage, that is 
correct. 
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Q. Do you charge nine-tenths of a cent per gallon to 
the shipper or producer who originates his propane at a 
plant in the Panhandle area, the destination being, again, 
underground at Conway? 

Presiding Examiner: Would there be a special charge 
for that delivery as to storage at Conway? 

The Witness: Under Mid-America’s tariff, it delivers 
products to a truck or tank car of the shipper, they re- 
ceive an additional nine cents per barrel for loading and 
billing charge, and an extra one per cent loss allowance 
for that service—eight cents a barrel is approximately 
two-tenths of a cent a gallon. 


By Mr. Wolf: 
1398 

Q. Do I understand that that two-tenths of a cent you 
just referred to in your response to the Examiner is in- 
cluded in the 1.2 cents? <A. It is not included, Mr. Wolf. 
It is a loading charge—a tank car or truck loading charge. 
We do not load trucks at Conway, or tank cars. 

Presiding Examiner: When you say that the tariff rate 
amonnts to a 1.2 cents per gallon for the transportation of 
that Permian production to Conway storage, were you em- 
phasizing delivery to storage as a part of the service 
rendered? 

The Witness: I wasn’t particularly emphasizing it, sir, 
that is just the conditions of delivery. The 50 cents does 
not include loading. 


By Mr. Wolf: 


Q. What 50 cents? A. The 50 cents you divided to get 
1.2. 


Q. Mr. Roach, I have no desire at all to embarrass you 
personally. If I were to ask you to tell me the names of 
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the shippers over the Mid-America Pipeline, would your 
answer be that you were not at liberty so to state? A. That 
would not be my entire answer. 

Q. All right, then, I will ask you the question. 

Will you tell me the names of the shippers over the 
Mid-America Pipeline? A. I am willing to read into the 
record the names of the shippers who are of public record 
in the prospectus. 

Q. Would you do that, please? A. Shown on page 12 of 
Mid-America’s prospectus, the shippers which gave letters 
of intent to Mid-America are: 
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Anchor Petroleum Company. Since this time it has been 
purchased by the Mobil Company. 


Consumers Cooperative Association. 
Farmers Union Central Exchange. 
National Cooperative Refinery Association. 
National Propane Corporation. 

Sid Richardson Gasoline Company. 
Sinclair Oil and Gas Company. 

Skelly Oil Company. 

Suburban Gas, Inc. 


Texas Natural Gasoline Corporations, which has since 
changed its name to Union-Texas. 


Pure Oil Company. 
Tuloma Gas Products Company. 
United Petroleum Gas Company. 


Q. Mr. Roach, I count 15 shippers that you have just 
named, is that correct? A. That is correct, sir. 

Q. Do I understand that either 23 or 25 shippers are 
using the linet A. The correct number is 23. 
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Q. Then are there ten shippers whom you state you will 
not identify for the record? A. I will not identify them at 
this time, that is correct. 
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Q. What do you mean by ‘“‘at this time’? A. I would 
be willing to ask these shippers if they had any objection 
to their name appearing in this record, and if they had 
none, I would be glad to furnish it. 

Q. In other words, then, on the basis of what you con- 
sider to be your present understandings with your shippers, 
you would not at this time, in this record, identify the 
other ten shippers? A. That is correct. 


° se e e es e se 


1404 


Q. Now, is the Skelly Oil Company, either as the operator 
of the Schafer plant, or in its own right, a shipper from 
the Schafer plant over the Mid-America facilities? A. 
They are. 

Q. Now, is this plant located in the Texas Panhandle 
area? A. It is. 

Q. Consequently, when Skelly ships from the Schafer 
plant to Conway, it pays you, under your tariff, a trans- 
portation charge of nine-tenths of a cent per gallon, is that 
correct? A. That is correct, providing we deliver the ma- 
terial into their underground storage. 

Q. But if you deliver it into underground storage at 
Conway, then it carries the tariff of nine-tenths of a cent 
per barrel? A. That is correct. 

Q. What is the cost of raw material, that is propane, to 
Skelly at its Schafer plant? 
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A. I do not know. 


Q. Do you know the cost of raw material to any of your 
shippers at any of the plants which are now shipping prod- 
uct through the Mid-America line? A. I do not. 
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Q. Isn’t it a fact that the terminating charges of the 
Northern Gas Products Company are higher than the trans- 
portation charges of Mid-America for movement from Con- 
way to terminals north and east of Conway? 


The Witness: I think what you are asking me, Mr. Wolf, 
are the tariff and loading charges on Mid-America from 
Conway origins less than those proposed charges set out 
in the Phillips contract which Northern Natural would 


charge, is that what you are asking? 
By Mr. Wolf: 
Q. That in substance is what I am after. 
1409 


A. That is correct. 
e e e es e e 
1410 
Redirect Examination 
By Mr. Ross: 

Q. Mr. Roach, would you please turn to Schedule 3 of 
your Exhibit No. 441 Mr. Wolf has cross examined you 
at some length about this schedule, and in the course of 
that cross examination it may be that one point has become 


somewhat obscured, and I would like to be sure that it is 
clear on the record. 
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You show at the top of Schedule 3 certain supplies and 
import estimates for propane for a nine-state area, and 
you also show below those figures the capacities of Mid- 
America Pipeline Company north of Bushton, and as I 
understand it, based on your testimony here and using the 
figures that 
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were derived from your testimony in the I.C.C. hearing, 
there is some 11 million, plus, gallons of capacity which 
could be delivered by Mid-America during that period 
which might be delivered by Mid-America during the first 
year of operation, is that correct? A. I believe the word 
is barrels. 

Q. Barrels, I am sorry. 

Presiding Examiner: How did you get that? 

Mr. Ross: This is converted, as I understand it, Mr. 
Roach, from the gallonage figures? 

The Witness: As brought out by Mr. Wolf, Mid-America 
testified in the Interstate Commerce Commission proceed- 
ings, which have been referred to here, and I believe the 
number is in the record, that in the period September 1, 
1961, to September 31, 1961, they have estimated that they, 
on the basis of estimates furnished the shippers, will trans- 
port and deliver from the terminals shown on Plate 1 of 
my exhibit, 11,624,000 barrels. 

Presiding Examiner: Is that the figure you were using 
this morning? 

The Witness: That is the figure we were using this 
morning. 

Presiding Examiner: And that derives from the 489 mil- 
lion gallons? 

The Witness: That is converted to 489 million gallons. 
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So Mid-America is not representing here that the estimated 
import requirement shown on Schedule 3 of the 1,026,640,000 
gallons is available to be imported by Mid-America. 


By Mr. Ross: 


Q. Mr. Roach, Mr. Wolf in his examination of you com- 
pared this 11 million-plus figure with the capacity of North- 
ern Gas Products Company, and the inference, I believe, 
was left on the record that these two figures could be com- 
pared directly in terms of the nine-state area which is 
reflected in the estimated local supplies and estimated 
imports required at the top of your Schedule 3. 

Are you going to be competing, or would you be compet- 
ing with Northern Gas Products directly in that nine-state 
area on this basis? A. Plate 1 of my exhibit shows the 
relative locations of the Mid-America Pipeline System ter- 
minals with those of the proposed Northern Natural Pipe- 
line System. As I have stated, Mid-America is estimating 
that it will move 11,624,000 barrels through the terminals 
shown into this area during the one-year period we talked 
about. 

As I understand the record in this case, Northern pro- 
poses to produce at Bushton and move into the same area 
approximately 4,570,000 barrels of product, of propane, 
so it is my testimony that Mid-America and Northern will 
be directly competing due to the location, or the overlap- 
ping, 
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or the adjacent locations of their facilities for what import 
market is available in this area. 

Q. Well, now, you say this area. Are you talking about 
the nine-state areat A. I am not talking about it in total, 


no. 
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Q. Why is that, Mr. Roach? A. Well, as shown on Plate 
1 of my exhibit, Mid-America does not deliver into substan- 
tial portions of the nine-state area which I listed in Exhibit 
3. I listed those nine states because there is not available 
a breakdown of consumption for any units smaller than an 
entire state. 

Exhibit 3 merely demonstrates, or demonstrates the 
magnitude of the additional transportation facilities which 
became available in this area, or a portion of the nine-state 
area, when Mid-America was constructed in relation to the 
total market and the total imports required. 
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Q. In other words, would it be correct to say that the 
actual market in which you would compete with Northern 
Gas Products would be the markets which are concentrated 
around the respective terminals of those to companies, and 


that in the areas which are further away from those ter- 
minals you would expect to compete, if at all, only in a 
very indirect way or limited way? A. That is my testi- 
mony, that the greatest concentration of markets that Mid- 
America delivers to now are located closest to these ter- 
minals, and that while they deliver to some extent to the 
counties shown on Plate 1, the greatest percentage of their 
business is derived in areas within a fifty to hundred mile 
radius of these terminal locations shown on Plate 1. 

Q. So that the estimated imports required figure on 
Schedule 3 of 1,026,640 thousand gallons per year which 
relates to the entire nine-state area does not actually reflect 
the market for which Mid-America and Northern Gas Prod- 
ucts would be directly competing? A. That is right. 

Q. It would be substantially lower than that figure, 
would it not? A. That is correct. 
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By Mr. Wolf: 


Q. Mr. Roach, do I understand correctly that the tariff 
which you have published, and which is the subject of the 
proceedings at the Interstate Commerce Commission, 
Docket No. 33791, are tariffs or rates governing the ship- 
ment of propane by you into the entire nine state area there 
under consideration? A. I think my answer is yes, except 
the tariff covers delivery to the terminals listed in the tariff 
and at the 
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locations shown on Plate 1, and whether or not the material 
delivered from those terminals goes into the nine-state area 
or doesn’t is not controlled by Mid-America. 

Q. But it is from the terminals located on Plate 1 of 
Exhibit 9 that if the shipper designates consignees any- 
where in the nine-state area that the material so moves, isn’t 
that correct? A. It is from those terminals, that is correct. 

Mr. Wolf. That is all, Mr. Examiner. 


Presiding Examiner: Are there further questions? 


(No response.) 


Presiding Examiner: Apparently not. 

Mr. Ross: Mr. Examiner, I would like—— 

Presiding Examiner: Just a minute. 

What sort of a contract do you have with your shippers? 
Is it only with respect to the quantity tendered at any given 
time, or do you have a continuing contract of some descrip- 
tion? 

The Witness: We have no contract. 

Presiding Examiner: In other words, you have nothing 
on which you can fall back as assuring you a minimum 
volume delivered for transportation in any period of timet 

The Witness: That is correct. I might clarify that to 
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this extent, that at the time Mid-America was formed, the 
13 shippers which I read into the record this morning gave 
to Mid-America letters of intent which, in general, state that 
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they would use the facilities of Mid-America providing 
they were competitive with other forms of transportation, 
ete., but as far as a take or pay contract—in other words, 
any shipper guaranteeing so much business in any one 
period of time—there are no such contracts in existence. 

Presiding Examiner: Would there be any cumulative 
effects on Mid-America if Northern Gas Products receives 
a certificate? 

The Witness: I don’t know that I understand your ques- 
tion. 

Mr. Wolf: And may I comment on the question, Mr. 
Examiner? Northern Gas Products Company is not an 
applicant before this Commission. 

Presiding Examiner: What would happen to your ship- 
pers other than an economic loss resulting from, where 
applicable, a lesser realization from volumes shipped based 
upon this percentage feature that applicant’s counsel has 
mentioned? 

The Witness: Well, as I see it, at least, Mid-America 
shippers have determined that on the basis of Mid-Amer- 
ieca’s present rates there is approximately an 11.6 billion 
barrel market up there in this area which Mid-America can 
aequire for transportation. 

Northern proposes to extract approximately four and a 
half million barrels of propane at Bushton, and place it 
into that market through a combination of private and 
regulated transportation. 
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There is also the testimony in this case that Northern 
expects to spend some five million dollars, I believe is the 
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number, purchasing retail outlets at the retail level in 
that area. 

It is our contention that this four and a half million 
barrels being over forty percent of the export market that 
Mid-America’s present shippers say can be supplied up 
there by Mid-America, that Mid-America of course is going 
to lose transportation revenue, and its shippers are going 
to lose sales. The market just cannot accommodate all of 
this material. 

Presiding Examiner: Well, that could just simply lead 
to a price decline in the market, couldn’t it? 

The Witness: It could lead to a price decline, that is right. 

Presiding Examiner: Alone? 

The Witness: It is still my idea that something will have 
to be forced out of the area, that present propane moving 
into the area will have to be forced out of the area, and I 
base that on the fact that of course, first, the proposed 
Northern system duplicates in a large degree the Mid- 
America system. 

Secondly, the quantities which Northern proposes to 
transport into that area are equal, for example, to the 
entire consumption—shown on Schedule 3—of the State of 
Iowa 
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for the year 1960, or in excess of the entire consumption 
of the State of Iowa. 

Presiding Examiner: Why did you pick Iowat 

The Witness: Well, because Towa is the area that has 
the greatest number of terminals, as you will see, where 
the combined Mid-America and Northern supply sources 
are in greatest number, and it is the state in which the 
coverage of the two systems will be the greatest. 

Presiding Examiner: Is the Iowa market then the criti- 
cal market for you as far as this asserted competition is 
concerned? 
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The Witness: No, I don’t limit to Iowa, I limit it to—I 
think the states in which the effect will be the greatest will 
be Iowa, Kansas, Minnesota, Nebraska and a portion of 
South Dakota. 

Presiding Examiner: And would you give me the figures 
again that spell out this competition, the barrels? I tried 
to get them as we went along, but I am not sure that I did. 

The Witness: Well, I believe my calculation and Mr. 
Wolf’s calculation, also, of propane production—the pro- 
posed Northern propane production of 191,940,000 gallons 
per year. I believe that comes from Exhibit 9. 

Mr. Ross: If I could make a suggestion, Mr. Examiner, 
that I think would add in clarity, when Mr. Roach gives 
the gallon figure he gave the equivalent barrels figure, 
because 
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that has been spread all over the record, even if it makes 


him work. 

Presiding Examiner: All right. 

The Witness: 191,940,000 gallons is equivalent to 4,570,- 
000 barrels per year. 

It is my testimony that the large volume of propane 
being delivered from nearly identical terminals shown on 
Plate 1, or these facilities which are in close proximity to 
each other, that the market cannot accommodate itself to 
that additional quantity without displacing production now 
transported to that area by Mid-America. 

Presiding Examiner: And the reason you say that is 
because of that estimated import figure of 1,026,640 thou- 
sand gallons on your Schedule 3? 

The Witness: No, I could start back the other way, that 
the Mid-America shippers who are marketers up there at 
the present time have advised Mid-America that over a 
one-year period Mid-America can only expect to transport 
into this area 11,624,000 barrels. 
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Northern, in its proposal, proposes to introduce into that 
area 4,570,000 barrels, or approximately some forty percent 
of what are the indicated imports into that area now. 

Presiding Examiner: That is the eleven million barrels? 

The Witness: Yes. 

Presiding Examiner: That adds up to 16 million. That 
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means there is a ceiling there somewhat less than the 16 
million for you to feel the effects of their competition, 
doesn’t it? 

The Witness: That is right. 

Presiding Examiner: Now, where is that ceiling? What 
ceiling are you using? 

The Witness: You are saying that in addition to the 
combination of the two, there are still imports required 
into the nine-state area? 

Presiding Examiner: No. As I understand what you 
are saying, it is that with the 11 million that you expect 
to ship in, and the four plus million that Northern expects 
to ship in, there is a market for less. Now, what is that 
figure of the lesser market, and where do you get it? 

The Witness: Well, all I am saying is that Northern an- 
ticipates to deliver their 4,570,000 barrels into the identical 
area served by Mid-America. 

Presiding Examiner: And the question is whether the 
area will take it? 

The Witness: It is my opinion that it will not. 

Presiding Examiner: Now, what do you base that opin- 
ion on, other than these two figures you have already given 
me, which total 16 million barrels, plus? 

The Witness: Well, there is a limit, of course, even with 
the lower price, as to how much further the total area that 
you serve can be expanded, because there are sources of 
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production all around the perimeter of this area. 

Presiding Examiner: Well, you have taken that into 
account by your estimated local supplies, haven’t you? 

The Witness: Those are the local supplies in the nine- 
state area. 

Presiding Examiner: Now, you estimate imports re- 
quired of what amounts to about 24 million barrels, don’t 
you? 

The Witness: I think that is correct, yes. 

Presiding Examiner: Now, why is it that the 24 million 
barrels is not a sofficient guarantee to you of your being 
able to sell 11,600,000 with the competition of Northern Gas 
Products? 

The Witness: Well, because there are other means of 
moving this in there. For instance, when a shipper advises 
Mid-America that he will transport so much through Mid- 
America’s system, that figure is based on what he can get 
that to a destination for from some other source or some 
other supply, so these 23 shippers taking into account com- 
petitive sources of supply and other forms of transporta- 
tion now available—tank car, pipelines, ete—have said 
that the Mid-America market area in their analysis totals 
11,624,000 barrels. 

Presiding Examiner: Everyone is agreed, however, that 
the market area will provide for 24 million barrels? 

The Witness: Total imports? 
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Presiding Examiner: Yes. 

The Witness: I think that is right. The entire nine-state 
area. 

Presiding Examiner: All right, now, what factor arising 
out of the operations of Northern Gas Products would 
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affect your shippers in the selection of the route by which 
they would get their products into the market? 

The Witness: Well, of course if Northern purchases 
retail accounts, that business is gone. That will be supplied 
by Northern. 

Presiding Examiner: But they will only purchase to the 
extent of supplying four and a half million barrels, won’t 
they? 

The Witness: I would guess that is right. 

Presiding Examiner: Now, as I understand it, what you 
are suggesting is that the competition of Northern Gas 
Products will have a bearing on your shippers in the selec- 
tion of using your facilities or some other facilities to get 
their output into that market? 

The Witness: That is right. 

Presiding Examiner: And that means, then, that they 
will retreat from the center of maximum present day activ- 
ity to the fringes—is that what it means? They will be 
forced to retreat? 

In other words, instead of using your facilities to get 
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into the heart of the area, they will be using facilities of 
other parties to get into the more remote portions of the 
area where the competition from Northern Gas Products 
isn’t as much of a burden? 

The Witness: Well, if that market is available to them, 
but this market, there could conceivably be no place to 
retreat it, because the other market is satisfied by other 
means of transportation which are determined on a com- 
petitive basis. 

Presiding Examiner: Are there further questions? 

Mr. Ross: I have a couple of redirect questions arising 
out of the Examiner’s questioning. 
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Farther Redirect Examination 
By Mr. Ross: 


Q. Mr. Roach, is my understanding of this 11 million 
plus figure, which is the estimate of certain of your ship- 
pers, that this figure was a first-year figure of deliveries 
over the Mid-America system? A. That is their estimate 
for the year starting September 1, 1961. 

Q. Over a period of time, say five years, if Mid-America 
delivered or transported no more than 11 million, plus, per 
year, would it be made whole, or would it be able to meet 
its costs and make a profit? A. Mid-America—that is tes- 
tified to in the Interstate 
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Commerce hearing, that at the level of 11,624,000, Mid- 
America would make a small profit, a profit of $772,000. 

Q. And that would be for future years as well as the 
first year of operation? A. Approximately, yes. 

Q. What return would that yield on its investment— 
have you computed that? A. Approximately 1.1 per cent. 

Q. Returning to this 24 million barrel market that the 
Examiner was questioning you about, this total market 
figure, I note from Schedule 3 of your exhibit, is taken 
from the Bureau of Mines Mineral Market Reports, is it 
not? A. That is correct. 

Q. Is my understanding correct as to your earlier testi- 
mony in this proceeding that as a result of economic factors, 
distance factors and matters of this kind that this market 
is not actually the market which is competitively available 
to Mid-America at this time? A. That is correct. 

Presiding Examiner: What do you mean by that? 

Mr. Ross: Mr. Examiner, this is something that the 
witness should point out, but since Mr. Wolf has been tes- 
tifying a great deal in this proceeding, the problem is that 
this market reflects all of the nine states, and for either of 
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these two companies—both the proposed pipeline company 
and Mid- 
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America, they can reach competitively on a small portion, 
or less than a whole portion of this area, so the 24 million 
barrels refers to all of the nine states, whereas the actual 
competitive market is substantially less than that. 

As Mr. Roach has testified, you can’t get the figures for 
less than an overall state basis, so we are dealing with 
some volume which would be considerably less than 24 
million for which these two companies would be competing. 

Presiding Examiner: But on your plate, you have your 
area colored by counties. 

Mr. Ross: That is right, but it doesn’t embrace the nine 
states. 

Presiding Examiner: But does the 24 million directly 
relate to the colored counties? 

The Witness: No, sir, it relates to the nine states, sir. 

Mr. Ross: The figures for part of the states are just not 
available from the Bureau of Mines. 

Mr. Wolf: Mr. Examiner, may I note one thing. This 
is argument properly for the brief. 

Presiding Examiner: What is the basis for your color- 
ing the counties green? 

Mr. Ross: I will ask the witness to answer that, Mr. 
Examiner. 

The Witness: Those green counties are determined by— 
those are the counties in which shippers on Mid-America 
have 
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actually delivered product from our terminals. That was 
determined from bills of lading, truck or tank car bills of 
lading with destinations shown on those. 
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Mr. Ross: One delivery would mean that the whole coun- 
ty was colored green, is that not true, regardless of volume? 

The Witness: That is correct. 

Mr. Ross: One delivery by a tank car. 

Presiding Examiner: How many other countries are in- 
volved in the ninestate area that are not colored green? 
Don’t count them on the stand, but it would be a straight 
counting proposition, wouldn’t it? 

The Witness: We can refer to them by areas. It is the 
western portion of North Dakota, the western portion of 
South Dakota, the southwestern portion of Nebraska, it 
is approximately the three—the western three-fourths of 
Kansas, the southeast one-half of Missouri, and approxi- 
mately three-fourths of Dlinois. 

Presiding Examiner: And do you have any idea as to 
how much of that figure of 24 million is actually available 
to you? 


The Witness: Well, the shippers have told us that 11,- 
624,000 barrels is available to Mid-America. 

Presiding Examiner: Now, just a minute. That isn’t 
the amount available from their plant, but it is the amount 
available in what they consider to be the market area? 

The Witness: The 11,624,000, sir, is a summation of 
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forecasts furnished by these 23 shippers, and that is what 
they say they will ship. 

Presiding Examiner: Now, how much of the 24 million 
barrels do you consider is available for your marketing 
purposes in the market area? 

The Witness: I consider it is the 11,624,000 for the next 
year. 

Presiding Examiner: Yes, but how much of the 24 mil- 
lion required could you supply other than the 11 million— 
if you had as much of your product as your market would 
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require, how much would you be able to dispose of as 
against the estimated import requirements? 

The Witness: Just a very rough figure, 18 to 19 million 
barrels. 

Presiding Examiner: Are there further questions? 

Mr. Ross: If you will pardon me for a moment, Mr. Ex- 
aminer. 

Presiding Examiner: Yes. 


By Mr. Ross: 


Q. Mr. Roach, just one further question to avoid any 
possible misunderstanding on the record. 

Do your shippers—would your shippers have a choice as 
between shipping via Northern Natural Gas-Northern Gas 
Products System and using Mid-America? A. As I under- 
stand the present Northern proposal, 
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their proposed pipeline from Buston to Des Moines, Iowa, 
will be a private carrier. 

Q. So that their facilities would not be available to your 
shippers? A. If there are no sources of propane at Des 
Moines, I would assume that they would not have the 
choice to use that. 

Mr. Ross: No further questions, Mr. Examiner. 

Presiding Examiner: Are there further questions? 

Mr. Wolf: Yes, I have one or two, Mr. Examiner, arising 
as a result of your interrogation and the questions that 
followed. 


Farther Recross Examination 
By Mr. Wolf: 


Q. A moment ago I think you told the Examiner, Mr. 
Roach, that the Mid-America System had a capacity or a 
capability of moving somewhere between 18 and 19 million 
barrels. 
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Do you recall that figure that you gave? <A. Yes. 

Q. Now, that is not its present capacity, is it? A. No, 
that is not, Mr. Wolf. 

Q. In order for Mid-America to be in a position to move 
that capacity, it would have to install some kind of addi- 
tional facilities, isn’t that correct A. Pumping stations, 
yes, sir. 

Q. Now, I believe that you testified that the 11,600,000 
barrel figure to which reference has been made was 
derived by 
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you on the basis of forecasts of shipments to be made by 
your shippers, which forecasts had been presented to you. 
Ts that correct? A. That is correct. 

Q. And these are one-year forecasts? A. That is correct. 

Q. And you do have these forecasts? A. Yes. 

Q. Would you state for the record for each of the ship- 
pers what those forecasts are for the one-year period in- 
volved? A. I can’t state that, no, I can’t state that, Mr. 
Wolf. 

Q. Is that because you don’t have that information here? 
A. I don’t have the information here, and I also consider 
it confidential. 

Mr. Ross: I want to instruct my witness that this is for- 
bidden by Section 1511 of the Interstate Commerce Act. 
He can’t reveal this type of information. 


By Mr. Wolf: 


Q. Then we are in a position where the forecasts upon 
which you base your testimony, or at least a portion of the 
basis for your testimony, can’t, because of Section 15(11) 
of the Interstate Commerce Act, be made of public record 
in this proceeding, is that correct? A. Mr. Wolf, the fore- 
cast was made and used in the LC.C. 
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proceedings which you referred to. The figure of 11,624,000 
barrels was brought into this hearing by you. As far as 
exemination of the forecasts, if you would want to examine 
them without leaving the names off, if you would want to 
look at the sheets, I think that could be arranged. 

Q. Leaving the names off? A. We could cover up the 
names, and if you want to look at them in total— 

Q. But what Iam concerned about is not what I may see 
or you may be willing to show me, Mr. Roach. I am con- 
cerned only about establishing the fact that the forecasts 
to which you have made reference, and which are in your 
possession are not available for disclosure publicly on this 
record. A. That is correct. 

Q. Now, I want to make it quite clear that your testimony 
before the Interstate Commerce Commission was directed 
to the nine-state north central area, was it not—in your 
testimony before the Interstate Commerce Commission, you 
did not indicate to that body any restriction upon the area 
covered by the tariffs that you were presenting? A. I 
would say we did. In that proceeding, we furnished a map 
which was colored and coded to show the concentrations 
of business closest to our terminals, and in that fashion, we 
did restrict discussion of the nine-state area. 

Also in that proceeding there were numerous transporta- 
tion 
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studies made, and exhibited, which showed the areas that 
propane delivered through Mid-America could reach out of 
each terminal in comparison to propane transported from 
various origins by tank car, so in that proceeding we very 
much limited the area to less than the nine states which 
we referred to here, although statistics relative to the nine- 
states were used in some instances. 
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Q. Do I understand you correctly to testify that when 
you looked at something less than the total nine-state area, 
what I suppose we can call for sake of this discussion a 
so-called short area, that you testified that Northern Gas 
Products Company’s manufacture of four and a half million 
barrels of propane would represent something in the neigh- 
borhood of 40 per cent of the requirement in this so-called 
short area? A. No, I didn’t say that. It would represent 
some 40 per cent of the volume which Mid-America shippers 
have advised that Mid-America can obtain to deliver in the 
so-called short area. 

Q. I notice on your Schedule 3 of your Exhibit 44 you 
show a volume of 736,696,000 gallons a year as the imports 
requirements of the states of Iowa, Minnesota, Nebraska, 
one half of Missouri, South Dakota and Wisconsin, is that 
correct? A. That is correct. 

Q. On a barrelage basis, is that approximately 17,500,000 
barrels? 

1434 

A. I had better check your arithmetic, Mr. Wolf. 

Q. Please do. A. What was the number? 

Q. Approximately 17,500,000. A. That is correct. 


1443 
Frederick E. Culvern 
Q. Will you state your name and address? A. Fred- 
erick E. Culvern, 4223 South Sandusy Avenue, Tulsa, 
Oklahoma. 
Q. What is your present occupation? 
1444 
A. Senior Engineer with Williams Brothers Company of 
Tulsa, Oklahoma. 
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Q. What conclusions do you draw from the exhibit? 
A. The exhibit establishes that, between Bushton and 
Palmyra, a 7.4% increase in station calculated horsepower 
would be required to restore this segment of the Northern 
system to the level of energy capacity it possessed prior 


(End of page 10) 


to the addition of the proposed extraction plant at Bushton. 
As a result of my study of the flow charts submitted by 
Northern in Docket No. CP61-190, I am convinced that 
similar 
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increases in calculated horsepower would be required at 
the main line stations downstream of Palmyra. Also, I 
would like to point out that the exhibit shows a 94,675 Mef 


increase over the 1,595,655 Mef shown flowing into Bush- 
ton in Exhibit G to the amended application in Docket 
No. CP61-190. Such increased volume upstream of Bush- 
ton, deducting the 40,300 Mef required for the extraction 
plant (Exhibit 7, page 5), would be required to maintain 
system energy capacity downstream of Bushton at the 
level attained prior to the addition of the proposed extrac- 
tion plant and would in turn require increased facilities, 
including increases in calculated horsepower upstream of 
Bushton. The loss in energy capacity of the system down- 
stream of Bushton as a result of the extraction operation 
as reflected by the increased horsepower necessary to 
restore energy capacity, and the increased facilities \up- 
stream of Bushton needed to maintain energy capacity 
downstream of Bushton, are very significant indicators of 
the use made of Northern Natural’s natural gas pipeline 
system by the proposed extraction plant. 
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Q. Mr. Calvern, turning to page 10 of your direct testi- 
mony, I am assuming that Mr. Case’s correction is in fact 
correct and you have indicated that it apparently is, what 
modifications would you have to make it in your response 
to the answer to the question that begins on page 9 and 
continues over to page 10 as a result of this correction 
of 1,405 horsepower? A. The percentage change in horse- 
power would have to be changed, given on the fourth line 
down on page 10. 

Q. And can you calculate that, please, and give it to us 
for the record? A. That should be approximately 7.4 
per cent. 

Q. And the amount on line 2 which now reads 20,221 
would have to read 18,816, would it not? A. That is correct. 

Mr. Ross: I have no further questions, Mr. Examiner. 
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Presiding Examiner: The figures on page 9 remain as 
they are? 

The Witness: The quantities? 

Presiding Examiner: Yes. 

The Witness: Yes. The correction brought to light at 
the top of page 10, also in the answer in the third para- 
graph, 8.3, should be changed to 7.4, and also in the third 
line below that. 


By Mr. Ross: 


Q. Mr. Culvern, one additional question. You stated 
that you had made a study also of the line downstream 
from Palmyra. Why have you not presented an exhibit 
covering the sections of the line downstream from the 
Palmyra station? A. At this time it was required to have 
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this exhibit for this hearing, suitable time was not available 
to make such a study. 

Q. Can you state for the record in general what were 
the results of your computation of horsepower requirements 
downstream from Palmyra? A. They were in the same 
order of magnitude as those between Palmyra and Bushton. 
As I have calculated it, the increase showed 8.8 per cent 
for the section north of Palmyra. 

Q. When you say for the section north of Palmyra, will 
you identify that more precisely, please? A. That would 
be for the stations Oakland, Ogden, Ventura, Farmington, 
Waterloo, Cooper, South Sioux City, Paullina and Welcome. 

Mr. Ross: I have no further redirect. 


° e e e e e e e e 
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Mr. Ross: I think that the best way to do this would be, 
with the Examiner’s permission, for me to ask my witness 


to describe in just a few words this proposed exhibit. I can 
describe it, but it comes with more accuracy from his mouth. 
He has prepared it. 

I might say very briefly that this is an exhibit which is 
derived from figures which appear in Exhibit 12 of the 
applicant, with certain modifications which are based on 
Mr. Orme’s Exhibit No. 47. 

Now, it does duplicate figures, as I said, that appear in 
Mr. Fleer’s cost allocation, simply because Mr. Fleer draws, 
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himself, on Exhibit 12, which is the basic cost allocation 
exhibit in this proceeding. 

Everyone that has put in an allocation exhibit in this 
proceeding has perforce used Northern’s figures, because 
there are no others available. It is, in a sense, an exten- 
sion of Mr. Fleer’s exhibit. In another sense, it adopts 
certain modifications of Exhibit 12, which appear in Sched- 
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ale 3 of Exhibit 47, which has previously been circulated 
and sponsored by Mr. Orme, as to which Northern has 
declined to cross examine. In this sense, it is an alternative 
method of cross examination. If in fact I were permitted 
to ask the witness a question or two, he will testify, I am 
confident, that he considers this an acceptable alternative 
method in that it goes a step further, which Mr. Fleer was 
unable to go, in assigning these additional costs which Mr. 
Fleer stated should be assigned to the plant. I think 
this would be the best way to proceed, and then Mr. 
Wolf could argue the question of admissibility on the basis 
of some accurate knowledge of what the exhibit actually 
consists of. 

Presiding Examiner: But your witness has made an 
allocation covering the same area which is downstream from 
Bushton? 

Mr. Ross: He has made an allocation of the entire system 
on a straight Btu basis. That is Exhibit No. 47. 

Presiding Examiner: Which covers the same area that 
Exhibit 48 does, in totality? 

Mr. Ross: That is correct, and he would be prepared to 

1514 
testify that if you don’t allocate on Btu, this is the way 
you should allocate, as many cost allocation experts do 
testify as to alternative bases. I like my method best, but 
this is all right, and this is the way you should do it, it is 
appropriate if you decide not to use straight Btu. 


Presiding Examiner: Is there any further evidence to be 
offered by any participants? 

Mr. Ross: Yes, Mr. Examiner, I have one exhibit at this 
time that I would like to have marked for identification as 
Exhibit No. 51, and that is a document of 19 pages bearing 
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the title, ‘“Northern Natural Gas Company, Docket CP61- 
132, Contract for the Sale and Purchase of a Helium-Gas 
Mixture’’. 

Mr. Examiner, this is a copy of a contract between the 
Helex Company and the United States of America, which 
provides for the construction and operation of a helium 
extraction plant. 

I have a certified copy of the contract obtained from the 
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Department of the Interior pursuant to Title 5, USC, Sec- 
tion 488, signed by W. E. Rice, Chief, Division of Adminis- 
tration, which certifies that this contract is in fact the docu- 
ment which was entered into between the Helex Company 
and the United States of America on August 15, 1961. 

At the earlier hearings in this proceeding, Mr. Straus, 
the president of Northern Natural Gas Company, testified 


at transcript 1011 that Northern Natural, through a sub- 
sidiary at that time was negotiating an agreement with 
the United States for the construction and operation of a 
helium extraction plant at Bushton, Kansas, to extract the 
insert gas, helium, from the natural gas stream. I ques- 
tioned Mr. Straus at that time about this particular project, 
and he told me that the contract had not been completed, 
and that he was not in a position to give me any details 
on this particular project. 

I don’t feel it is particularly appropriate or necessary 
to ask that Mr. Straus be recalled, but we did learn at a 
subsequent date in September, as a matter of fact, that this 
contract had in fact been executed, and I was able to obtain 
a copy of it. 

The relevance of the matter is this, and I think the earlier 
examination does cast some light on it. The extraction of 
helium changes the Btu content of the gas stream from 
which the helium is removed—in fact, it increases it. 
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Presiding Examiner: Increases the Btu? 

Mr. Ross: It increases the Btu by removing the inert gas 
which has no Btu value, as such. 

It is also true, as this contract evidences, that Northern 
does intend to remove from its natural gas stream through 
its subsidiary—and when I refer to Northern, I am refer- 
ring to its subsidiary, the Helex Company—and sell to the 
United States of America a so-called helium-gas mixture 
pursuant to the 1960 amendments to the Helium Act, which 
will consist of roughly 60 percent helium and 40 percent 
other gases. 

Now, as I said, this will affect the Btu content of the 
stream. That is simply a scientific fact. We don’t know 
exactly how much, but it certainly will do so. 

Secondly, we are told by our technical experts that the 
extraction of helium from a natural gas stream is a process 
which is quite similar, from an engineering standpoint, to 
the process which is required to remove natural gas liquids. 
We do not know at the present time whether or not North- 
ern intends to utilize any of the facilities in its Bushton 
plant in conjunction with this helium operation. We are 
told by our experts that it would be quite feasible, tech- 
nically, to ran the two plants as a combined operation, and 
that substantial economies in the extraction operation 
could be obtained by doing this. 

We are also told by our experts that it would be possible 
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to process considerably greater volumes of natural gas in 
the Bushton plant if it were combined with the helium 
operation. 

Now, as I say, we don’t intend to ask that any of North- 
ern’s witnesses be recalled for cross examination on this 
matter. However, in our brief in this proceeding, we 
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intend to urge the Commission to impose on the grant of 
any certificate, if a certificate is to be issued—and of course 
we urge that it not be issued—a condition that would, 
among other things, protect Northern’s customers and Mid- 
America as well, in the event of any substantial alteration 
in the economies, in the costs of the extraction operation 
as well as in the variation of the Btu content of the gas in 
the event this helium plant were to be placed on the line, 
and in order to establish the fact for the purposes of this 
record that Northern does intend to go ahead and place 
the helium plant in operation at Bushton adjacent to its 
extraction facility, we would like to introduce this contract 
into evidence. 


Oral Argument of William W. Ross 
1602 


Commissioner Woodward: Has Phillips indicated to you 
at any time yet that they are not going to use you in the 
future? 


Mr. Ross: Mr. Commissioner, I would have to check. I 
don’t actually know the answer to that. I would suspect or 
guess that they have not given any definite indication that 
they would not use us, but we do know that they have exist- 
ing market requirements and here we have to pay attention 
to the fact that we are in the same area. 

If they are going to be buying the Northern propane, how 
will they have a requirement for ours? 

Commissioner O’Connor: Increased business. 

Mr. Ross: Mr. Commissioner, there is one thing I should 
point out. The latest Bureau of Mine figures show a 
decrease between 1960 and 1961, not merely a slackening in 
the rate of increase, but a decrease in the import require- 
ments into this nine-state area. 
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Commissioner O'Connor: Has Mid-America offered to 
build a lateral line over to Bushton to pick up those liquids 
and transport them? 

Mr. Ross: Mr. Commissioner, I believe there have been 
some conversations about that and I think it would be accur- 
ate to say that Mid-America has told Northern Natural that 
they would market the Bushton liquids. 

Now, whether they specifically— 

Commissioner O’Connor: Market them or transport 
them? 

Mr. Ross: Transport them. I am sorry. Whether they 
specifically said we will build the line, I don’t know, but 
I would assume they would be willing to. 

Commissioner O’Connor: In other words, a substantial 
offer from either group, Mid-America, or Northern, has not 
been made to move those liquids through Mid-America’s 
line? 

Mr. Ross: We have offered to supply that transportation 
service in writing. 

Chairman Swidler: Are we on the record now or are we 
off the record? 

Mr. Ross: This is not in the record, Mr. Chairman, but 
we have made that offer. 

Let me talk just a minute or so more about some statistics 
as to need and then I would like to address myself briefly 
to this cost problem, the problem being nobody knows how 
much this is going to cost. 
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Mid-America’s officers are here and I have just been 
handed two notes which will be accurate whereas what I 
may have said before was not. I will read them to you. 

Phillips has advised Mid-America that there will be a 
reduction in excess of 50 per cent in volumes handled by 
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Mid-America at such time as the Bushton plant goes on 
stream. This second note is something I am supposed to 
tell you. This isn’t a matter of fact; this is a matter of 
argument. 

I would, just very briefly, before going on to the cost 
argument, like to address myself to the statistics of the 
market. 

Mid-America at the present time has a present capacity— 
this is as of the time of the record, the line has expanded 
since then, but I am going to stay right within the record 
because I think it would be very confusing if I didn’t—Mid 
America’s present capacity as a percentage of the annual 
import requirements into the six-state area which is the 
present area which we serve, is 70 per cent. 

By adding compression without any additional looping, 
we could serve 105 per cent of this capacity. 

Now, this is the total annual import requirement; these 
are all figures in the record. The total annual import re 


quirement as determined by the Bureau of Mines. 

Now, I want to stress the fact that we have 70 per cent 
of the capacity to supply that requirement and 105 per 
cent of 
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the ultimate capacity, but we will never come near getting 
all of that business because we have to compete with other 
forms of transportation into that area, some of which in 
particular localities within the area are more efficient in 
the sense that it costs less than we do because we are bring- 
ing it from down here in Mexico—New Mexico, and in west 
Texas, and if there is a little extraction plant up here let 
us say that is serving a local field, they can truck the 
propane out to customers a lot cheaper than we can bring 
it all of the way up even though we are probably the most 
mechanically efficient propane transporter in the country at 
the present time. 
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Chairman Swidler: Does the record show the future 
market for these LPGs? 

Mr. Ross: There is no forecast in the record of the future 
market. There are statistics in the record in our Exhibit 
No. 44 which show the trends of growth in the past few 
years and which show, for example, that the supplies have 
been increasing, the existing supplies have been increasing 
at a much greater rate than the demand, and that the exist- 
ing transportation capacity into this area has been increas- 
ing at a much greater rate than the demand, and the latest 
Bureau of Mines figures, and these are final figures, they 
are not subject to revision—they show that in calendar 
1960 and in 1961 there was an actual net reduction in the 
import requirement into this area, although there was a 
slight increase in the sales 
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which were made in the area, this resulting from the fact 
that local sources within the area have been increasing as 
more plants are built and so forth. 

Now, I would like to talk about costs. We have a problem 
in this case. We have a problem, assuming that the Com- 
mission were going to certificate these proposed facilities, 
we have a problem determining what sort of rate adjust- 
ment should be made in order to keep the customers whole 
and prevent Mid-America from suffering from subsidized 
competition because, of course, it is clear that if Northern’s 
rates, if the revenues it receives from its jurisdictional cus- 
tomers are too high, they are excessive, they exceed the 
jurisdictional cost of service, then Northern can afford to 
operate an uneconomic extraction operation because it can 
make up the difference from those revenues, and we are 
afraid—this is one of the reasons that we are here—we are 
afraid that exactly this is going to happen. 

The Commission’s rules and regulations, as I read them, 
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require a company coming in to make a change of this 
magnitude on its system that will affect five per cent of its 
reserves, five per cent of its transportation capacity, to 
submit projected first three years of operations figures, 
showing costs and revenues with the new facilities on the 
line and without the new facilities on the line. 

The pipelines do this all of the time. Then you can take a 
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look at it, you can determine exactly what the cost impact 
will be. 

Northern did not do that, as I believe the Commission is 
aware. They came in with a mish-mash of cost and revenue 
figures that made it impossible for us, for the utility cus- 
tomers, and for the Examiner to determine actually what 
rate adjustments should be made because they were taking 
1960 estimates, not actual cost, but 1960 estimates, and 
adding to them estimates of incremental costs, not enough, 
as the customers argued, as we argued, but some incremen- 
tal costs, and then they were taking, and Northern didn’t do 
this, but the Examiner did, the Examiner attempted to 
apply the existing zone rate differentials in working out a 
set of rate adjustments. 

We did our best to see if we could go from projected 
costs to rates in this case and work up our own set of rate 
adjustments in order to rebut Northern’s. We couldn’t do 
it and we have had one of the best people in the business 
working for us trying to do this. 

I think it is highly significant that this proposed settle- 
ment, these settlement rates, are not supported by any cost 
studies. 

Now, the Commission is aware of the fact that Northern 
like every other major pipeline company, has a battery of 
people who work on pretty much a continuous basis work- 
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cost studies so that they know where they are going, so 
that they are getting ready for their next rate or certificate 
case. 

At least the pipelines that I am more familiar with than 
Northern, because I represent some of their principal utili- 
ties customers, do this all of the time. You can call them 
on the phone and they will tell you ‘“‘how do you want it, as 
of March. as of last December, the March figures aren’t 
audited, but they are pretty good’’; and they can give you 
the whole picture. 


s s e s s se * * 


Oral Argument of George C. Mastor 
Mr. Mastor: Mr. Chairman and members of the Commis- 
sion, my name is George C. Mastor. I am from Minne- 
apolis, Minnesota, and I am appearing here today on behalf 


of 12 resale customers of Northern Natural Gas Company 
and two public bodies. The two public bodies are the State 
of Minnesota and the City of Minneapolis, Minnesota. 
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Now, the position of these intervenors is this: 

We urge the Commission to approve and adopt the settle- 
ment agreement filed July 16, 1962. We urge that the 
Commission issue Northern a certificate of public conven- 
ience and necessity incorporating the provisions of the 
settlement agreement. 
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Pursuant to paragraph (b) of the Presiding Examiner’s 
decision, all of Northern’s customer companies who inter- 
vened in this case joined Northern in a settlement agree- 
ment which is now pending before the Commission. 
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Before joining in this settlement agreement, each inter- 
venor carefully assessed it and appraised it to make certain 
that it adequately protected them, their consumers, and 
was in their opinion in the public interest. This settlement 
agreement represents a fair and just compromise of all of 
the material issues in this case. We contend that it should 
be approved and incorporated in a certificate in the public 
interest. 

Now, the largest part of the intervenor’s joint exceptions 
and I am speaking about 19 intervenors’ joint exceptions, 
were of necessity devoted to specific exceptions to the Pre- 
siding Examiner’s decision. 

The emphasis of this oral argument, however, will be 
on the settlement agreement and some of the reasons why 
it should be adopted and incorporated in a certificate issued 
to Northern. 

Four matters of major importance in this case have been 
settled to the satisfaction of these intervenors in the pend- 
ing settlement agreement. 

First, a provision was made for additional volumes of 
gas to make up for the reduced heating value of the proc- 
essed gas. 

Secondly, a reduction in price was given equivalent to the 
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additional volumes of gas to be supplied. 

Thirdly, compensation was given for the existing excess 
capacity on Northern’s system which will be utilized by the 
Products Company operation. 

Fourth, protection to the consumers was given in the 
event that the Products Company reduced the heating con- 
tent of the gas below the 985 minimum provided in the con- 
tract between Northern Natural and Products Company. 

Now, the settlement agreement on these points 

Commissioner O’Connor: Mr. Mastor, just one thing in 
there. 
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Does this reduction from 1006 average Btu to 985 result 
in any of the consumers having to make any adjustment 
of their burners, burner tips, either residential or indus- 
trial? 

Mr. Mastor: Yes, sir, some of the distributing compa- 
nies on Northern’s system have purchased gas adjustment 
clauses which would require the price to go down with the 
Btu content. 

Commissioner O’Connor: No, I am not talking about 
that, but does there have to be a physical adjustment in 
the burner? 

Mr. Mastor: Not from any information that was avail- 
able to us or was presented in the case, no. The settlement 
agreement on the four points may be assessed by analyzing 
it with the Presiding Examiner’s decision and the position 
of these intervenors in the case. I will briefly discuss the 
four points in the order that I named them. 
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First of all, additional gas supply. The settlement pro- 
vides for an increase of 21% per cent in the contract demand 
volumes now in effect on Northern’s system. This increase 
is proportionate to the position of many of the intervenors 
in this case and is justified by Northern’s ability to supply 
additional volumes of gas. 

The Presiding Examiner, however, made no provision 
whatsoever for additional contract demand volumes to 
Northern’s customers. Therefore, under the Presiding 
Examiner’s decision the jurisdictional customers would not 
receive gas service after extraction equivalent to that which 
was rendered before extraction. 

The settlement agreement insures that the gas service, 
after extraction, will be substantially equivalent to that 
existing previously. 

Secondly, a price adjustment for the additional gas which 
must be bonght. The settlement provides for uniform 
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reductions in all zones on Northern’s system in the demand 
and commodity rates. These reductions would keep the 
customers whole—I am talking about the jurisdictional cus- 
tomers—insofar as the additional volumes of gas which 
must be purchased are concerned. 

The demand rate would be reduced ten cents an Mcf. The 
commodity rate would be reduced .76 cents per Mef. 

Now, the reduction in the demand rate is directly 


1625 


proportionate to the position that these intervenors took 
in the case. During the case most of the intervenors sought 
a 13-cent decrease in the demand rate based upon a 3.23 
per cent increase in the amount of contract demand vol- 
umes. 

13 cents reduction for a 3.23 per cent increase is the 
equivalent of a ten-cent reduction for a 2.5 per cent increase 
in contract demand volumes. On the commodity rate reduc- 
tion most intervenors took the position during the case 
that the commodity rate must be reduced by .76 cents per 
Mef. 

The settlement proposal does just that. 

Now, when you compare the settlement proposal with 
the Presiding Examiner’s decision, you see that the price 
adjustments contained in it are more favorable to the 
intervenors than those ordered by the Presiding Exam- 
iner. The Presiding Examiner himself recognized this in 
his decision on page 41. He says, and I quote: 

“But for the fact that Northern conditions its latest set- 
tlement offer upon the execution of new service agreements 
by its customers, providing increases in contract demands 
of 2.5 per cent above those in effect on October 27, 1962, the 
rate reductions offered would be more than required by the 
above allocation of system costs.’’ 

The third point, compensation for excess capacity on 
Northern’s system which is being utilized by the Products 
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Company operation. The Presiding Examiner’s decision 
made no allowance 
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to compensate Northern’s customers for certain existing 
excess jurisdictional facilities which would be utilized now 
by Products Company. 

In this case Northern is not only constructing new facili- 
ties to serve the Products Company, but is also utilizing 
substantial existing excess horsepower and transmission 
capacity on the system. 

These excess facilities were paid for by the jurisdictional 
customers and as between them and a new non-jurisdiction- 
al customer, are rightfully reserved for their future use. 

The settlement recognizes this by granting a further 
reduction in the demand rate of 5.5 cents per Mcf. This 
amounts to one million dollars per year and as with the 
other provisions of the settlement agreement, would be 
effective when the Products Company began operating. 

During the argument here this morning by counsel for 
Mid-America Pipeline Company, the statement was made 
that the only change in the settlement agreement now pend- 
ing before the Commission from that presented in October 
of 1961 was that the reduction in the demand rate is 21% 
cents per Mef greater. 

That is incorrect. The reduction in the demand rate in 
the present settlement is 5.5 cents greater than that pro- 
posed in the October 1961 settlement, bearing in mind that 
the October 1961 settlement used a 13-cent reduction in 
demand premised on a higher quantity of contract demand 
that was going to be 


1627 


purchased. Under this present settlement a slightly lower 
quantity of contract demand will be purchased by cus- 
tomers and therefore the contract demand reduction for 
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that reason is slightly lower, namely, ten cents. I also wish 
to make another point clear. Counsel for Mid-America 
Pipeline Company made the statement this morning that 
there was no cost evidence in this case from which it could 
determine the incremental costs to be applied to the new 
facilities. These intervenors disagree sharply with that 
statement and they rely upon their experts and their ex- 
hibits. Namely, Exhibit 41 I am thinking of particularly, 
and I think the other one was 31 or 32 as showing the 
incremental costs and the proper allocation of costs in this 
case. 

Commissioner Ross: Was the test year of 1960 used as 
the basis for that? 

Mr. Mastor: Yes, that was the test year of Northern’s 
then pending eighth round rate increase. 

Commissioner Ross: Has there been substantial expan 
sion in Northern’s system since that test year? 

Mr. Mastor: There has been some expansion that was 
certified in Docket No. G-17485, but I am not assessed at 
the moment of the timing of that expansion as to which 
year it came in. 

Commissioner Ross: Do you know the impact of that 
expansion on their present rates or present cost of service? 

Mr. Mastor: Well, to our knowledge the cost of service 


1628 


which was contained in the eighth rate case could not have 
been changed materially since that case was settled. We 
have no knowledge whatsoever of any pending rate cases. 

Commissioner Ross: Well, I was going to ask you is 
there any chance that Northern will change its rates or 
file for a rate increase the first of this year and, secondly, 
how long is this settlement good fort 

Are you settling on the basis of a temporary agreement 
which could be countermanded by subsequent events when 
the costs of Northern’s system go up in future years? 
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Mr. Mastor: No, since we asked that the provisions of 
the settlement agreement as now written be contained in a 
condition and so far as Northern’s future costs in some 
fature year, in some future case, we believe that that matter 
will be properly handled by this Commission when costs 
are then allocated to the gas products sale. 

Commissioner Ross: Well, is Northern admitting in its 
settlement agreement that they agree with the principles, 
at least the first three matters where you say the agreement 
differs from the Examiner’s decision? 

Mr. Mastor: Expressly not. The settlement agreement 
provides that there is no concession by the parties that 
either one accepts the proposed settlement costs. 

Commissioner Ross: That is what I was asking. There 
is no period that this agreement will remain in effect? 
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Mr. Mastor: It will remain in effect as long as the cer- 
tificate containing the condition is in effect, I would assume, 
and until the certificate containing it is changed by this 
Commission. 

Chairman Swidler: Well, does that mean that you don’t 
endorse the settlement unless the settlement is continued 
in effect beyond its terms under a condition in the cer- 
tificate? 

Mr. Mastor: This being a certificate case, as I under- 
stand it, Mr. Chairman, the only way that this settlement 
could be given legal effect is for the substantive provisions 
of that settlement to be included in a certificate which 
would be granted to Northern. 

Chairman Swidler: But are you asking that the certif- 
cate require that the terms of the settlement continue 
beyond the terms expressed in the settlement agreement? 

Mr. Mastor: No, quite frankly I have no concept as to 
the term contained in the settlement agreement. 
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Chairman Swidler: You endorse the settlement agree- 
ment? 

Mr. Mastor: Yes, I have no idea that there is some speci- 
fic term in there. 

Chairman Swidler: Let me ask why are you here? Why 
do you think that this settlement agreement is in the 
interest of your clients? 

Mr. Mastor: Primarily because it gives us very nearly 
what we asked for and contended for in this case on the 
major 
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points at issue. It gives us more than the Presiding Exam- 
iner gave us and it gives us we think as much as we would 
reasonably expect in a decision. 

Chairman Swidler: How does it benefit your clients? 

Mr. Mastor: There is an immediate benefit to this ex- 
tent: The 5.5 cent reduction amounting to a million dollars 
a year is in recognition of the existing excess facilities 
now on Northern’s system. This million dollars therefore 
reduces our existing cost of service to that extent and we 
have the benefit of that price reduction for as long a period 
in the future as we would not have used those facilities our- 
selves, 

I cannot state here whether it would be one year, two 
years, or five years, 

Commissioner Ross: Well, haven’t you made some cal- 
culation as to setting this one million dollars as against 
what reasonable expectation of future construction will 
be and how much it is going to cost or are you just so 
excited about a million dollars right now in your pocket 
that you aren’t going to worry about the costs you are 
going to incur four or five years from now? 

Mr. Mastor: No, sir, we are always a little excited about 
a million dollars up in the midwest anyway, but we weren’t 
so excited about it but what we didn’t assess it carefully 
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and our assessment was that the opportunity to get this 
million dollar reduction now for facilities that we cannot 
use 
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now appear are not going to use them in the reasonably 
near future, was a decent settlement proposal. It is the 
immediate reduction that gives us a benefit and puts us 
in a little bit better position than had this deal not come 
along at all. 

Chairman Swidler: I wouldn’t want you to think that 
folks in Vermont do not pay attention to sums under a 
million dollars. 

Commissioner O’Connor: One other thing. 

Even after you built new facilities there would be some 
continuing benefits from this extraction plant to distribu- 
tor companies? 

Mr. Mastor: I haven’t thought that one through, Mr. 
O’Connor. I can see the concrete benefits today from a 
saving in cost for facilities that we can’t use, and we are 
going to pick up that specifically as it were until such time 
as we would have used those facilities. So we are getting a 
million dollars a year to some indefinite time in the future 
anyway. 

The fourth point, the settlement agreement gives the 
castomers protection in the event that Products Company 
reduces the Btu content below the contract minimum of 
985 Btu. 

Now, I want to say that the pending settlement agree- 
ment and the Presiding Examiner’s decision contain iden- 
tical provisions on this score. I do wish to point out, how- 
ever, that the origin of that provision was in the first settle- 
ment 
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agreement which was filed in October of 1961. These in- 
tervenors support Northern’s request for a prompt dis- 
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position of the case. The settlement should be approved 
and a certificate issued to Northern containing the pro- 
visions of it. 

If the settlement is not approved, however, these inter- 
venors rely on their joint exceptions which are on file with 
the Commission. 

Now, although I do not represent the Public Service 
Commission of Wisconsin, I am authorized to state its po- 
sition here today and I shall state this position by reading 
a letter from William E. Torkelson, its Chief Counsel, to 
me, dated September 7, 1962: 

“We have received information indicating the FPC has 
fixed October 1, 1962, as a date for oral argument on the 
exceptions to the decision of the Examiner in the above- 
captioned case involving the Bushton extraction plant. 

‘“‘The parties are directed to notify the FPC of their 
intention to participate in the oral argument by September 
17, 1962. We have determined not to participate in such 
oral argument. We understand that you may request 
time on behalf of customer companies of Northern Natu- 
ral. If you do appear at such oral argument, we authorize 
you to advise the FPC that while you do not appear for 
the Public Service Commission of Wisconsin, you are 
authorized to state that the Commission supports the pro- 
posed settlement in the above-captioned 
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docket, except, of course, subject to the usual qualification 
that like every settlement the Commission does not approve 
or disapprove any particular item or principle therein 
involved, but simply accepts the same as a settlement on the 
overall basis.”’ 
Thank you. 


Oral Argument of Mark Putney 
Mr. Putney: Members of the Commission, my name is 
Mark Putney. I am from Des Moines, representing Iowa 
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Power and Light Company, intervenors in these proceed- 
ings. 

Towa Power is a distributing company in Des Moines 
and distributes natural gas not only through there, but in 
46 other Iowa communities, all of which is purchased from 
Northern Natural Gas Company. 

It is the third largest distributing company on the nor- 
thern system. Now, throughout these proceedings to date, 
Iowa Power has occupied a rather unique position and 
has fairly gone its own way. 

The primary fact has been the reduction in calorific value 
of gas distributed in the Des Moines metropolitan area to 
any level below 1,000 Btu would in our opinion adversely 
affect the company’s operations. This is because although 
we would purchase this natural gas from Northern on a 


cubic foot basis, 
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we are required by ordinance in the City of Des Moines 
and in the suburbs under the same type of ordinance to 
charge for our gas on a therm basis, so we are buying at 
cubic feet, selling on a thermal basis. 

Anything below a thousand Btu gas means we buy that 
much more gas to serve the same customers. 

Now, consequently, we have been rather adamant in our 
position of demands for rate adjustments and capacity 
increases which would fully and completely compensate 
Iowa Power and its consumers for the reduction in heating 
value which Northern has proposed in this application. 

Last October 26th, Northern filed a settlement offer which 
is substantially identical to the one which has subsequently 
been accepted by all of the intervenors in this proceeding 
with the exception of Mid-America, including Iowa Power. 

However, last October Iowa Power and three other large 
distributor customers rejected that settlement offer on the 
general basis that first the reduction in demand charges 
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and the increase in contract demand quantities was not 
adequate and did not compensate us for the equivalent 
diminution in heating value. 

The second reason was that the provisions relating to 
the heating value obligations of Northern were not ade- 
quate and, thirdly, there was a failure to deal with the 
issue of allocation of cost between the proposed sale by 
Northern to its 
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Products Company and Northern’s other sales. 

We were particularly bothered by the lack of any con- 
tinuing guarantee of safeguards. The record did not show 
that the proposed hydrocarbon extraction operations would 
be in the public interest. We recommend that the applica- 
tion be denied. Much to our obvious surprise and disap- 
pointment, the decision rendered by the Examiner on 


June 28th of this year fell far short of even the adjust- 
ments in rates and volumes that Northern had offered to 
all of its customers almost a year ago. 

We had rejected the settlement offer in its entirety as 
being inadequate, so it doesn’t take a great deal of imagi- 
nation to understand how totally unsatisfactory and incon- 
siderate of the public interest we think the Examiner’s 
findings and conclusions are. 

Needless to say, the rendition of the interim decision 
placed any further negotiations with Northern toward a 
more favorable settlement in a very strange light and al- 
though we thought the settlement offer to still be deficient 
in several respects hereinbefore mentioned, we were grati- 
fied to learn that Northern still held its offer open. 

Now, it is on this background and only one, this back- 
ground that Iowa Power selected what it then and now 
deems to be the practical course. We signed the settle- 
ment agreement and it was filed on July 12th this year. 
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Now, whether you characterize this as an act on the part 
of Iowa Power being in the spirit of compromise, the se- 
lection of the lesser of two evils, or a shotgun wedding, 
the fact is, we have agreed. It is management’s decision 
on the basis of the alternatives available that that was the 
most advantageous basis for Iowa Power and its consum- 
ers. We joined with others and filed exceptions to the Ex- 
aminer’s decision and Mr. Mastor has elaborated on those 
and how he thinks that the provisions of the settlement 
agreement accrue to the benefits of the customers as op- 
posed to those of the Examiner’s decision. 

Again our interests are united with our sister companies 
now, as has been the case in virtually all of the proceedings 
before the FPC involving Northern Natural Gas Company. 

Now, our purpose today has been only to explain this 
change in position by Iowa Power, our willingness at this 
time to join with the other companies in support of this 
settlement agreement and we now respectfully urge that 
the Commission approve the agreement as now filed and 
grant the requested certificate on the basis of that settle- 
ment. 


Thank you. 


Commissioner Ross: There aren’t any commitments by 
Phillips to participate in this expansion by selling the gas 
that they would have—they were selling straight propane, 
weren’t they, Mid-America? 

Mr. Wolf: Phillips is selling natural gas to us, Phillips 
is buying propane from us. Phillips buys and sells straight 
propane otherwise. 

Now, I learned for the first time this morning, and I 
raised no point about this—I learned for the first time this 
morning that Phillips is going to reduce its deliveries to 
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Mid-America. In that regard I want to point something 
out. We asked Mr. Roach, who is Mid-America’s operating 
vice-president, and who frankly was a former Phillips man, 
when he was on the witness stand, whether he had any testi- 
mony to offer establishing that Phillips or anyone else 
would reduce the volumes of propane shipped over Mid- 
America’s pipeline if 
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Northern began extracting propane. 

Mr. Roach said he couldn’t say, he didn’t work for 
Phillips any more, but no one at that time—at any rate no 
testimony was offered that any shipper over their line was, 
because of the Northern Products going to reduce the 
volumes tendered for shipment. As a matter of fact, Mid- 
America refused to disclose any figures about quantities 
over its lines and cited statutory authority under the Inter- 
state Commerce Act claiming that they were prohibited 
from so doing. 

Now, this morning I learn for the first time that Phillips 
has said that they are going to reduce the amounts that they 
are going to tender to Mid-America. Well, suppose they do. 

Phillips has a perfect right to do that; so has any other 
shipper. You see, what Mid-America forgets is this: There 
isn’t any statute, the Administrative Procedure Act or the 
Interstate Commerce Act, or the Natural Gas Act, that 
makes a second class citizen out of a natural gas trans- 
porter. There isn’t any requirement that before Mid- 
America built its pipeline it had to get a permit from the 
ICC. They didn’t. 

When they built this line in blue they walked right smack 
into the middle of a railroad, pipeline, and truck carriage 
or distribution transportation of LPG. When we build 
our propane pipeline, we don’t have to go to the Interstate 
Commerce Commission, and this Commission regulates 
natural gas and it doesn’t regulate the liquids. 
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Now, no Congressional action has been had. There is no 
Congressional directive directing anybody to choose be- 
tween two people that want to transport propane. It is 
true that one Mid-America is in business as a for-bire com- 
mon carrier, that they must tender and post tariffs with 
the ICC. They have done so, and they are over there now 
with an Examiner’s approval at least getting their rates 
reduced. 

The Bushton to Des Moines Pipeline will be a private 
carrier; it will not have to post any tariffs with the ICC, 
but neither of us have to get anybody’s permission and the 
amount of time that has been spent in this record develop- 
ing whether there is or isn’t a demand for propane and mind 
you, on the record, and I haven’t heard it denied yet, in 
the nine-state area which Mid-America holds itself out to 
serve, there is a requirement, an import requirement of 24 
million barrels a year and on the record, and no one has 
denied this, Northern and Mid-America together will meet 
only 16 or 17 of that. There is room for everybody on 
this record. 

Now, the amount of time spent in talking about the pro- 
pane market and the demand for propane can really in large 
measure be held to be wholly irrelevant because no one, 
neither Mid-America nor us, is required under any federal 
statute to get a certificate before we build our pipeline, so 
the whole subject that Mid-America wants to interject has 
been raised because we, Northern Natural, are here seeking 
authority 
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to drop off 40 million a day at Bushton to the extraction 
plant of our associated company for the manufacture of 
fuel and as shrinkage in the extraction of propane. 
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ESTIMATE INTROLLED_ GAS. DECEMB! 


Million Cubic Feet @ 14.73 psia 


Estimated Reserves 
eee.) 12-31-60 
Natural Gas Products of America Plants 35 851 
Puckett Ellenburger 1 408 148 
Puckett Devonian 130 993 
Shell Crossett Plant 48 000 
Tippett Wolfcamp 3 844 
Phillips Spraberry & Pembrook-Benedum Plants 191 908 


Pioneer Gathering System, Inc. 298 834 


Phillips Andrews Plant 374 265 


Homann 
a_C t Gas Area 


Eumont & Jalmat - Yates, Seven Rivers & Queen 


Monument Ellenburger 

Total Lea County Dry Gas Area 
Skelly Eunice Plant (9-2-52) 
Skelly Eunice Plant (9-15-60) 
Skelly Lovington Plant 
Emperor Field 


Honolulu Prentice Plant 


Total Estimate of Controlled Reserves 


\TED AVAILABILITY 
RN_NA: 


West Texas - New Mexico Area 
Annual Volumes MMCP-14.73 


Reference 
Line Page 
ield or Plant Count: State Number 1954 
Bamber = Field or plant | —Nunber__ ce) ee _—_ 


Natural Cas Products of Crane and Pecos 3 980 
America Plants 

Puckett Ellenburger Pecos 4% 311 

Puckett Devonian Pecos 1719 

Shell Crossett Plant Crane and Upton 1011 

Tippett Wolfcamp Pecos 132 

Phillips Spraberry and Midland, Glasscock, 19 426 
Pembrook-Benedum Plants Upton & Reagan 


Ploneer Cathering System, Val Verde, Tou Creen, 
Inc. Schleicher, Crockett 
Sutton and Irion 


Phillipe Andrews Plant Andrews and Caines 
Homann Caines 


Total Input East Line 
Less Fuel Use and Sales 
Wet Available co Northern East Line 


Zumont and Jalmat New Mexico 85-89 
Blinebry New Mexico 90-93 
Tubb New Mexico 94-97 
Monument McKee New Mexico 98-101 
Mooument £llenburger New Mexico 102 
Skelly Eunice Plant (9-2-52) New Mexico 103 
Skelly Zunice Plant (9-15-60) New Mexico 104 
Skelly Lovington Plant New Mexico 105 
Emperor Texas 106-114 


Total Input West Line 
Lease Fuel Use and Sales 
Net Available to Northern Weet Line 


Monolulu Prentice Plant Terry and Yoakum 115-116 


Totel Available to Northern 
Sale to Block 9 Repressure 
Seles to Present Contracts 1 900 


Excess Available for Sele 14 905 27.594 zo718 22.703 


Total Input Deliveries From Permian Area 173.375) 173: 37S—17T BTS 173: 37S 173-378 -173:-3SS 


175 656 
2 Onl 
37 


173 375 


102 544 
9 777 


92 767 


187% 


175 675 
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173 37% 
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1974 1975 1976 


371 306 
52 852 47 852 


2 154 


2716 


7 812 


133 262 


4 068 


129 176117 238 


1977 


289 


45 552 


2 132 


2 453 


7 154 


_1978 


1979 


247 


41 391 


2 03: 


2 074 


1980 


779 


1 874 $92 
46 886 
1 827 706 


671 457 
214 988 
173 422 
9 712 
652 

687 

95 700 
8 016 


197 531 


1 372 165 


TRHE 


38_939 


3 106 693 
72 270 
2 250 


—122.004 


618 030 


618 030 


116 711 
239 476 
108 177 

174 


9 181 


26 580 


103 693 


4 225 037 
86 927 

2 250 

— 122.204 
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NORTHERN NATURAL GAS COMPANY 
ESTIMATE OF CONTROLLED GAS RESERVES AS OF DECEMBER 31, 1960 


Present System ¢ G~20570 etal ¢ CP61l-1 # CP61-132 ¢ CP61-190 
Millions Cubic Feet @ 14.73 psia 
Estimated Reserves 
SOURCE 12-31-60 
White Deer Arca of Texas Panhandle 
Northern Natural Gas Producing Company 
Other Producers 
Sub-Total 
Phillips Petroleum Gray Plant 
Kerr McGee Pampa Plant 
Skelly Panhandle Plants 
Total White Deer Area 
Permian Basin Area - West Texas and New Mexico 
Northern Natural Gas Company - Permian Area 
Sunray Area of Texas Panhandle 


Shamrock - Texas Hugoton Field 
Shamrock - West Panhandle Field - Schedules A & B 
Shamrock - Texas Panhandle - Casinghead 
Shamrock - Kerrick Field 
Total Shamrock and Total Sunray Area 


Hugoton Field of Kansas and Oklahoma 
Northern Natural Gas Producing Company - Kansas 1 598 O11 


Other Producers - Kansas 2.960 479 
Sub-Total 4 558 390 
Other Producers + Oklahoma 624 537 
Total Hugoton + Kansas and Oklahoma S$ 183 027 


Hugoton Area Flelds 


Northern Natural Gas Producing Company 
Other Producers 


Total Hugoton Area Fields 


Northern Natural Gas Producing Company 2 655 
Other Producers 1597 197 


Total Anadarko Area Fields 1599 852 
TOTAL ESTIMATE OF CONTROLLED RESERVES 12 721 253 


RESERVE LIFE INDEX = 21.7 YEARS 
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NORTHERN NATURAL GAS COMPANY 


SUMMARY OF ESTIMATED COST 


COMPRESSOR FACILITIES $ 2,804,600 

PIPELINE FACILITIES 435,300 

INTER-CONNECTING FACILITIES 317,800 

MEASUREMENT FACILITIES 69,900 

TOTAL $ 3,627,600 

INTEREST AND OVERHEADS 145,100 

TOTAL COST OF NEW FACILITIES $ 3,772,700 
REMOVAL COST - PRESENT FACILITIES 113,100 


TOTAL COST OF PROJECT $ 3,885,800 
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NORTHERN NATURAL GAS COMPANY 


Estimated Sales and BTU Adjustment 
Mcf @14.73 Psia 


2 
1962 
Estimated ~~ STU ~~ +Adjusted 
Sales Adjustment Sales 
52,809,900 TT5,600 53,585,500 
52,957,400 TT5,500 53,732,900 
46,413,400 700,400 47,123,800 
47,303,700 TE ,000 48,089,700 
39,512, 300 1,015,700 40,528,000 
35,221,000 989,600 36,210,600 
33,707,800 1,009, 700 34,727,500 
35,362,200 991,100 36, 353,300 
37,431,000 832,600 38,263,600 
41,794,900 T29, 300 42,524,200 
49,968,100 TTS, 900 50,739,000 
51,128,200 760,800 52,889,000 


523,605,900 10,101,200 533,707,200 
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NORTHERN NATORAL GAS COMPANY 


Estimated Sales and BTU Adjustment 
Mcf @14.73 Psia 


Sales 
53,787,600 788,800 54,576,400 
53,893,800 788,100 54,681,900 
47,103,100 708,900 47,812,000 
87,798,600 753,700 48,552,300 
39,829,400 21,021,500 40,840,900 
35,520,400 995,000 36,515,400 
33,988,600 1,015,700 35,004, 300 
35,639,800 996 , 900 36,636, 300 
37,666,800 836,600 38,503,400 
42,120,300 T34,500 42,854,800 
50,582,300 783,900 52,365,200 


51,980,400 Tr2,400 52,752,800 
529,899,700 10,196,000 540,095,700 


—Sales__ —Sales__ 
5,039,700 5%, 831,700 
54,137,100 54,928, 300 
47,287,800 47,998,800 
&7,937,800 48,693, 500 
39,923,600 40,946,900 
35,662,300 36,659,600 
34,137,900 35,156,500 
35,7&,800 36, 781,500 
37,756,900 38, 59% ,,800 
42,216, 500 42,952,400 
50,743,600 51,529, 700 
22,202,100 22 9TT, 00 
531,827,100 542,052,000 
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AGREEMENT 


Tis AGREEMENT, dated as of October 28, 1960, between 
Norraern Naturau Gas Company, a Delaware corporation, 
hereinafter called ‘‘Srxzer,’? and NorrHers Gas Propvcts 
Company, a Delaware corporation, hereinafter called 
‘¢Buyer.’”’ 


WITNESSETH : 


Wuereas, Seller now owns and operates a natural gas 
transmission system extending from its sources of supply 
in various fields in Texas, New Mexico, Oklahoma and 
Kansas through the states of Nebraska and Iowa and 
terminating in the states of South Dakota, Minnesota, 
Illinois and Wisconsin; and 


Wuenreas, Buyer proposes to construct and operate a 
hydrocarbon extraction plant at a location adjacent to 
Seller’s transmission facilities near Bushton, Kansas, 
capable of removing various hydrocarbons from Seller’s 
natural gas stream; and 


Wuereas, Buyer desires that Seller divert a portion of 
the natural gas stream being transported through Seller’s 
aforementioned transmission facilities into Buyer’s ex- 
traction plant for processing by Buyer and Seller is 
willing to so divert a portion of its stream of natural gas 
for such purposes; and 


Wuerxas, Buyer desires to have volumes available for 
processing by the fall of 1961. 
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Now, Turrerore, in consideration of the premises and 
further in consideration of the mutual convenants and 
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promises herein contained, the parties mutually covenant 
and agree as follows: 


ARTICLE I 
DeEFrNirIons 
Except in those instances where the context expressly 


states another meaning, the following terms where used in 
this Agreement shall have the following meanings : 


1. ‘“‘Mcf’? shall be one thousand cubic feet. 
2. “B.7.U.”? means British Thermal Unit. 


3. ‘Gross Heating Value’’ means the number of B.T.U.’s 
in a cubic foot of gas at a temperature of 60 degrees 
(60°) Fahrenheit, on a dry basis, and at an absolute pres- 
sure equivalent to thirty (30) inches of mercury at thirty- 
two degrees (32°) Fahrenheit. 


4. “Billing Month’’ shall extend from 8:00 A.M. on the 
Qith day of a calendar month to 8:00 A.M. on the 27th 
day of the succeeding calendar month. 


ARTICLE IT 


Gas To Be Soip 


1. Seller shall deliver to Buyer at the delivery point 
described in Article IV hereof, volumes of natural gas up 
to the capacity of Buyer’s extraction plant. Out of and 
from this stream of natural gas, Buyer shall have the right 
to extract hydrocarbons and shall also have the 


right to utilize out of and from said stream of natural 
gas, such volumes as Buyer may require for fuel and 
other incidental uses. Buyer agrees to notify Seller of 
any substantial changes in Buyer’s requirements. Seller 
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AGREEMENT 


Tris AGREEMENT, dated as of October 28, 1960, between 
NorrHern Natura Gas Company, a Delaware corporation, 
hereinafter called ‘‘Setzer,’? and NorrHern Gas Propucts 
Company, a Delaware corporation, hereinafter called 
“‘Buyer.”’ 


WIrtneEssETH : 


Wuereas, Seller now owns and operates a natural gas 
transmission system extending from its sources of supply 
in various fields in Texas, New Mexico, Oklahoma and 
Kansas through the states of Nebraska and Iowa and 
terminating in the states of South Dakota, Minnesota, 
Tlinois and Wisconsin; and 


Wuereas, Buyer proposes to construct and operate a 
hydrocarbon extraction plant at a location adjacent to 
Seller’s transmission facilities near Bushton, Kansas, 
capable of removing various hydrocarbons from Seller’s 
natural gas stream; and 


Wuenreas, Buyer desires that Seller divert a portion of 
the natural gas stream being transported through Seller’s 
aforementioned transmission facilities into Buyer’s ex- 
traction plant for processing by Buyer and Seller is 
willing to so divert a portion of its stream of natural gas 
for such purposes; and 


Whereas, Buyer desires to have volumes available for 
processing by the fall of 1961. 
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Now, Turrerors, in consideration of the premises and 
further in consideration of the mutual convenants and 
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promises herein contained, the parties mutually covenant 
and agree as follows: 


ARTICLE I 
DsFririons 


Except in those instances where the context expressly 
states another meaning, the following terms where used in 
this Agreement shall have the following meanings: 


1. ‘‘Mcf’’? shall be one thousand cubic feet. 
‘“‘<B.7.U.”? means British Thermal Unit. 


3. ‘“Gross Heating Value’’ means the number of B.T.U.’s 
in a cubic foot of gas at a temperature of 60 degrees 
(60°) Fahrenheit, on a dry basis, and at an absolute pres- 
sure equivalent to thirty (30) inches of mercury at thirty- 
two degrees (32°) Fahrenheit. 


4. ‘Billing Month’’ shall extend from 8:00 A.M. on the 
27th day of a calendar month to 8:00 A.M. on the 27th 
day of the succeeding calendar month. 


ARTICLE II 


Gas To Be Soip 


1. Seller shall deliver to Buyer at the delivery point 
described in Article IV hereof, volumes of natural gas up 
to the capacity of Buyer’s extraction plant. Out of and 
from this stream of natural gas, Buyer shall have the right 
to extract hydrocarbons and shall also have the 


right to utilize out of and from said stream of natural 
gas, such volumes as Buyer may require for fuel and 
other incidenta] uses. Buyer agrees to notify Seller of 
any substantial changes in Buyer’s requirements. Seller 
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agrees to notify Buyer whenever deliveries of gas to Buyer 
are to be discontinued or curtailed in whole or in part. 


2. Buyer agrees that the stream of natural gas proc- 
essed through Buyer’s extraction plant, except those 
volumes as provided for in Article V hereof, shall be re- 
delivered to Seller at the redelivery points described in 
Article IV hereof. 


3. Buyer agrees that its operation of the extraction 
plant will not cause in any billing month the arithmetic 
average of the hourly gross heating value of the natural 
gas in any of Seller’s main transmission lines downstream 
of Seller’s Bushton Compressor Station to be less than 
975 B.T.U. per cubic foot; provided, however, that at no 
time during any billing month shall the gross heating 
value in any of the main transmission lines vary more 
than two (2) B.T.U. per cubic foot below 975 B.T.U. per 
cubic foot. 


4. Seller shall have the right at any time during the 
term of this Agreement to curtail or discontinue deliveries 
in whole or in part to Buyer when and to the extent Seller 
requires such volumes in whole or in part to meet the 
firm requirements on its transmission system of the 
domestic, small volume commercial and small volume in- 
dustrial customers as defined in Seller’s FPC Gas Tariff, 
First Revised Volume No. 1, as superseded or amended 
from time to time. 
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5. Seller agrees that upstream of Buyer’s plant, Seller 
shall not build or cause to be built on its main transmission 
system, as such system exists at the date of execution of 
this Agreement, any plant for the processing of, treatment 
of or extraction from the natural gas stream except as is 
necessary to make the natural gas transportable. 
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ARTICLE II 
TEeru 


This Agreement shall be effective from the date hereof 
and shall continue in effect for a period of twenty (20) 
years from and after the date of initial delivery hereunder 
and from year to year thereafter unless and until termi- 
nated by either party upon twelve (12) months’ prior 
written notice to the other party. 


ARTICLE IV 
Dexrvery anp Repiivery Ports 


The delivery and redelivery points for gas hereunder 
shall be at mutually agreed upon points which shall be on 
the property line of Buyer’s extraction plant. 

ARTICLE V 
Paice 


1. Buyer shall pay to Seller forty-six cents (46.0¢) per 
Mef for the net volumes of gas used by Buyer. 


2. For the purposes of this Section, ‘‘net volumes of 
gas used”’ shall be the sum of the following: 


2210 


a) The amount of gas used by Buyer for fuel and 
other incidental uses shall be measured by meters, 
as more fully described in Article VIII hereof. 


b) Shrinkage shall be calculated by multiplying the 
number of gallons of products recovered and re- 
tained by Buyer for sale by the equivalent cubic 
feet of vapor per gallon of various liquid products 
recovered, as more specifically set out in Article 
VIII hereof. 
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3. The minimum monthly bill shall be a charge consist- 
ing of the product of 60% of 36,000 Mcf per day multiplied 
by the number of days in the billing month multiplied by 
the charge per Mcf shown in Section 1 of this Article; 
provided, however, that for the first six (6) billing months 
after date of initial deliveries hereunder, the minimum 
monthly bill shall be waived. 


ARTICLE VI 
RENEGOTIATION 


At any time after the date of initial deliveries here- 
under, either party may demand a meeting for the pur- 
poses of renegotiating any or all of the terms and condi- 
tions of this Agreement. The parties shall meet within 
thirty (30) days after the demand is made. If this Agree- 
ment is to be in fact renegotiated in whole or in part, such 
renegotiation shall be completed no later than ninety (90) 
days from the date that demand is made by either party. 
In the event renegotiation is not 
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completed within the ninety (90) days, then this Agree- 
ment shall remain in force and effect. In the event re- 
negotiation is completed within the ninety (90) days, then 
a new Agreement shall be entered into and executed by 
the parties to take effect within thirty (30) days after 
the date of execution. 


ARTICLE VII 
Norices 
Notices to Seller under this Agreement shall be ad- 
dressed to it at 2223 Dodge Street, Omaha, Nebraska, and 
notices to Buyer shall be addressed to it at 2223 Dodge 
Street, Omaha, Nebraska. Either party may change its 
address at any time upon written notice. 
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ARTICLE VIII 
MEASUREMENT 
1. The measurements of the gas sold will be as follows: 


a) Liquid products lighter than natural gasoline shall 
be metered in the liquid phase by standard meters 
installed, operated and maintained by Buyer. 
Where appropriate, each of these liquids will be 
considered as a pure compound for the purpose of 
the determination of the equivalent amounts of 
gas. Mixtures will be analyzed and measured 
accordingly. The gas volume equivalent of natural 
gasoline shall be determined on the basis of a 
monthly analysis for 
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billing purposes. The volumes of liquids will be 
converted into equivalent amounts of gas at 14.73 
pounds per square inch absolute and 60° F., using 
as the conversion constants those constants listed 
in the Engineering Data Book of the Natural Gaso- 
line Supply Men’s Association. The latest edition 
available will be used at all instances. 


Gas for fuel and other incidental uses will be 
metered by standard meters installed, operated and 
maintained by Buyer and the unit of measurement 
shall be one (1) cubic foot of gas at a temperature 
of 60 degrees Fahrenheit and at a pressure of 
14.73 p.s.ia. 


Ethane may be metered in the gaseous or liquid 
phase by appropriate standard meters installed, 
operated and maintained by Buyer. 


2. The Adjustment of Measurement Facilities. The 
accuracy of sales measuring equipment, both the liquid 
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and gas measuring meters, shall be tested by Buyer at 
reasonable intervals using methods generally acceptable 
in the gas industry but not more frequently than once in 
a thirty-day period. Notice of the time and nature of the 
test shall be given by Buyer to Seller sufficiently in ad- 
vance to permit convenient arrangement for Seller’s rep- 
resentative to witness the testing. If any of the measure- 
ment equipment is found to be registering inaccurately 
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in any percentage, it should be adjusted at once to read 
as accurately as possible. All tests of such measurement 
equipment shall be at Buyer’s expense. 


3. Seller shall install, operate and maintain standard 
recording calorimeters at each of the points of redelivery 
as described in Article IV, Section 2 of this Agreement. 


4, Buyer shall install, operate and maintain a standard 
recording calorimeter in order to record the gross heating 
value of the gas used by Buyer for fuel. 


ARTICLE IX 
DELIVERY PRESSURE 


Deliver of natural gas hereunder shall be at such vary- 
ing pressures as may exist under operating conditions in 
Soller’s transmission facilities at the point of delivery, 
but no less than 500 pounds per square inch gauge. Buyer 
will redeliver to Seller at a pressure no less than 30 pounds 
lower than the lowest pressure at which Seller delivers 
to Buyer at ony one time. 


ARTICLE X 
Brmuinc aND PAYMENT 


1. On or before the fifth (5th) day of each calendar 
month Buyer shall furnish to Seller a statement showing 
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the net volumes of gas used by Buyer in the preceding 
billing month. Net volumes used shall be measured and 
computed as more fully set forth in Article VIII. 
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2. Seller shall submit to Buyer on or before the tenth 
(10th) day of each calendar month a stateemnt for gas 
delivered during the preceding ‘‘billing month,”’ and pay- 
ment shall be made by Buyer to Seller on or before the 
twentieth (20th) day of the month in which said bill is 
received by Buyer. 

3. Buyer shall keep charts and pertinent information 
for a period of two (2) years. 


ARTICLE XI 
Liuasiuiry oF THE PaRriEes 


Seller shall not be liable to Buyer for its failure to de- 
liver gas and Buyer shall not be liable to Seller for its 
failure to receive gas when such failure on the part of 
either shall be due to accident to or breakage of pipelines, 
machinery or equipment, fires, floods, storms, weather con- 
ditions, strikes, riots, legal interferences, acts of God or 
public enemy, shutdowns for necessary repairs and main- 
tenance or, without limitation by enumeration, any other 
cause beyond the reasonable control of the party failing 
to deliver or receive gas as the case may be; provided, 
however, such party shall promptly and diligently take 
such action as may be necessary and practicable to remove 
the cause and resume the delivery or receipt of gas as 
the case may be; provided, further, however, that the 
settlement of strikes or lockouts shall be entirely within 
the discretion of the party involved therein and the above 
requirement that any force majeure shall be remedied with 
all reasonable dispatch shall not require the settlement of 
strikes or lock- 
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outs by acceding to the demands of the opposing party 
when such course is inadvisable in the discretion of the 
party involved therein. It is agreed that neither Seller 
nor Buyer shall be relieved of liability to the other for 
any damage or expense caused or contributed to by its own 
negligence when such negligence on its part shall be the 
proximate cause of its failure to deliver or receive gas 
as the case may be. 


It is agreed that Seller shall be in control and possession 
of the gas to be delivered hereunder and responsible for, 
and hold Buyer harmless against, any damage or injury 
thereto until the gas shall have been delivered to Buyer 
at the points of delivery described in Article Tv. After 
delivery to Buyer at such points, Buyer shall have exclu- 
sive control and possession thereof and shall be responsi- 
ble for all volumes of gas delivered to Seller hereunder, 
the volumes of gas to be redelivered to Seller as well as 
the volumes to be purchased by Buyer while such gas 
is in the control of Buyer, and further agrees to indemnify 
and save Seller harmless from all claims for any and all 
loss, damage or injury (including death) directly or indi- 
rectly arising, in any manner, out of Buyer’s operation 
of its extraction plant whether on the premises or else- 
where, sustained by any person whomsoever, whether such 
loss, damage or injury be caused by Buyer, its agents or 
employees, by the sole or coneurring negligence of Seller, 
its agents or employees or otherwise, until such gas be re- 
delivered to Seller at the points of redelivery described in 
Article IV hereof. 
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Seller shall not be liable for its failure to deliver gas 
when such failure be due to depletion of supply of gas 
at is source. 
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Buyer recognizes that the gas service contemplated by 
this Agreement is to be furnished directly from Seller’s 
gas transmission lines and is at all times subject to oper- 
ating conditions, as the same exist from day to day, in 
such lines: and Buyer agrees that no liability of Seller 
shall arise because of service difficulties or interruptions 
occasioned by operating conditions, including maintenance 
and overhaul in Seller’s transmission system, or because 
of Seller’s inability to give immediate attention to such 
service difficulties as may arise in connection with the gas 
service furnished under this Agreement, but Seller agrees 
to use diligence to cause service difficulties to be remedied 
as soon as possible. 


ARTICLE XII 
Quauiry 
Natural gas delivered by Seller shall be of the same 


quality as natural gas contained in Seller’s transmission 
lines at the point of delivery to Buyer. 


ARTICLE XIII 
Trrtz 


Seller warrants the title to the natural gas delivered. 
Title to the natural gas processed by Buyer and redeliv- 
ered by Buyer to Seller shall remain in Seller. Title to the 
net volumes used by and paid for by Buyer as computed 
in Article V and Article VIII shall be in Buyer. 

2217 
ARTICLE XIV 
Srarvrory Recu.ations 


1. The transmission, sale and delivery of natural gas 
by Seller and the purchase and receipt thereof by Buyer 
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are subject to all valid legislation with respect to the sub- 
ject matter hereof and to all valid present and future 
orders, rules and regulations of duly constituted author- 
ities having jurisdiction. 


2. As soon after execution of this Agreement as is possi- 
ble, Seller shall file and diligently prosecute an application 
to the Federal Power Commission or any other govern- 
mental body having jurisdiction for whatever authority 
may be required to make the delivery and sale proposed 
herein. In the event that Seller is not issued appropriate 
governmental authorizations acceptable in form and sub- 
stance to Seller, then this Agreement may be terminated 
by written notice from Seller to Buyer. 


ARTICLE XV 
ASSIGNMENT 


This Agreement shall be binding upon and shall inure 
to the benefit of the parties hereto, and any associate, 
affiliate or subsidiary thereof, and their successors and 
assigns. Hither party may assign its right, title or interest 
herein to secure the payment of any indebtedness of such 
party, provided, however, that such party shall not be 
relieved of its obligations hereunder by reason of such 
assignment. 


2218 


And provided further, that no assignment or other trans- 
fer of interest shall be binding upon the other party hereto 
until a certified copy of the instrument showing such as- 
signment or other transfer of interest has been forwarded 
to such party. The effective date of such assignment or 
other transfer of interest shall be the first day of the 
month following the day cither party receives actual notice 
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thereof or on such first day of the month as the parties 
hereto may agree upon. 


Ix Wrrssss Wuereor, the parties hereto have caused 
this Agreement to be executed in duplicate originals. 


Norruern Gas Propvors Company 
By 


President 


Attest Merani C. Kviiaam 
Asst. Secretary 


Norraern Naruran Gas Company 


By W. A. Srravuss 
Exec. Vice President 


Attest 
Assistant Secretary 
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NORTHERN GAS PRODUCTS COMPANY 


ESTIMATE OF BUSHTON EXTRACTION PLANT OPERATIONS 


ADJUSTED FOR 360 DAYS OF OPERATION 


Commercial Product Recovery in 
Thousands of Gellons 
Iso- Normal Natural 
Butane Butane Gasoline Total 


9793 
22279 
2,793 
5,632 
9»T93 
5,568 
95793 
2193 
9,279 
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CF. 


2 ST 


NORTHERN GAS PRODUCTS COMPANY 


ESTIMATED FUEL REQUIREMENT 
ADJUSTED FOR 360 DAYS OF OPERATION 


Gas Turbines 

Heat Recovered in Waste Heat Boiler 
Deisobutanizer Reboiler 28,175 
Boiler Feed Water Preheat 34,788 


Steam Generation 152,957 


Steam Superheat 36,648 


Stack Losses from Flue Gas 
Mechonical and Radiation Loss 
Engine Generator Fuel 


Total 
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252,971 
35,692 
9,165 


6,057 
345,188 


Fuel Required - Rich Absorber Outlet © 909 BTU/CF - 3,281 MMCF/Year 


NORTHERN GAS PRODUCTS COMPANY 
SHRINKAGE AND HEATING VALUE OF 


RSCOVERED COMMERCIAL PRODUCTS 
ADJUSTED FOR 360 DAYS OF OPERATION 


Cubic Feet 

Volume Per Gallon CF/Gol. of BTU per BTU/Gal 

Percent @ 14.73 psia Product Gallon of Prod 
Commercial Propane ete: 
“~Bihane—“‘is™S 1.80 39-14 69,433 
Propane 9T 05 35-68 91,044 
Iso-butane 1.25 29.62 99,097 

Total IDO 


Shrinkage: 191,940,000 Gallors @ 35.67 CF/Gal. = 6,846 MMCF 
Heating Value: 191,940,000 Gallons @ 90,748 BTU/Gal. = 17,418,171 MMBTU 


0.63 
28.71 
0.41 
2-75 


Shrinkage: 26,048,000 Gallons @ 29.75 CF/Gal. = 834 MMCF 
Beating Value: 28,048,000 Gallons @ 99,007 BTU/Gal. = 2,776,948 MMBTU 


Shrinkage: 67,941,000 Gallons @ 30.63 CF/Gal. = 2,081 MMCF 
Beating Value: 67,941,000 Gallons @ 103,077 BTU/Gal. = 7,003,155 MMBTU 


Hatural Gasoline 
2-77 30.69 0.85 103, O47 2,85 
72.83 27-33 19.90 108,820 79,25 
26.40 24.31 5-93 115,069 28 


Shrinkage: 7,931,000 Gallons @ 26.68 CF/Cel. = 211 MACF 
Beating Value: 7,931,000 Gallons @ 110,185 BTU/Cal. = 873,877 MMBTU 


Total Shrinkage, All Products = 9,972 MMCF 
Total Heating Value, All Products = 26,072,151 MMBTU 


Mote: Physical constants from NGAA publication 2145-57 
CF/Gal. constants corrected to 14.73 psia 
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Revenue = MS 


Propane to Phillips Petroleum Company 


' Propane to Northern Propane Co. and Others 
Iso-butane 

Normal Butane 

Natural Gasoline 


Total 


Expenses_- M$ 
Sbrinkage and Fuel 
Administration and General 
Operating and Maintenance 
Local Taxes and Insurance 
Interest 
Depreciation 


Total 
raxable Income - MS 
State and Federal Taxes 


Net After Taxes 


Note: Based on 360 Days of Plant Operation 
186 


Revenues 


Revenues from sale of propane reflect the net price to be re- 
ceived by Northern Gas Products for sale of product at the terminals und 
@n existing contract with Phillips Petroleum Company. The revenue from 
sale of propane to Northern Propane Company and others has been computed 
at the same price as is used for sales to Phillips Petroleum Company. 

Prices used for the butane-and-heavier components are the lowes’ 


of the prices being offered in negotiations which are now under way. 


Sbrinkage and Fuel 


The cost of shrinkage and fuel is calculated on the basis of 


hé¢ per MCF of net gas used by the plant. 


Aeministration and General 


Administration and general expenses for the plant and storage 
have been calculated at 50% of the plant payroll including burdens. For 
the pipeline and terminaling operations it was necessary to make a de- 
tediled breakdown of the administrative personnel. 
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NORTHERN GAS PRODUCTS COMPANY 


ESTIMATED OPERATION AND MAINTENANCE EXPENSE 


(Thousands of Dollars) 


Plant Payroll 
Pipeline Payroll 
Material and Supplies 
* pntomotive and Miscellaneous Expense 
Electric Power 
Pipeline Communications 
Product Losses 


Great Lakes Pipe Line Company Tariffs 


Total 


Local Taxes and Insurance 


Local taxes have been estimated on the basis of Northern Natur- 
4 
al Ges Company's experienced rates. Insurance has been estimated on the 


basis of quoted rates. 


Pipeline & Terminal Facilities 
Taxes @ 1.37% of Book Value of $11,190,000 
Insurance @ 0.25% of Insurable Value of $2,858,000 
Bashton Plant & Storage Facilities 


Taxes @ 1.33% of Book Value of $13,210,000 
Insurance @ 0.25% of Insurable Value of $12,694,000 


Total $ 368,000 ~ 


Interest Calculations 


Total Pecility Investment $24,430,000 * 


Working Capitel 2,170,000 
Total $26 ,600 ,000 


Debentures at 60% of Investment $15,960,000 * 


Interest on Debentures at 5h Rate $ 798,000 


NORTHERN GAS PRODUCTS COMPANY 


Depreciation Calculation 


“estimated Depreciable Cost of Extraction Plant $10,832,400 


‘Less Estimated Net Salvage Value 512,700 
$10,319,700 


Annual Depreciation Based on 15-Year Life 


° 
Estimated Depreciable Cost of Underground 
Storage at Plant $ 2,311,600 
Less Estimated Net Salvage Value 67,500 
$ 2,264,100 


> 


Annual Depreciation Based on 20-Year Life 


» 


Estimated Depreciable Cost of Pipeline 
and Terminal Facilities 


Less Estimated Net Salvage Value 


“ 


Annual Depreciation Based on 20-Year Life 


Total Annual Depreciation 
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Assets - S 


Cash, Inventory, 
Accounts Receivable, Etc. 


Pixed Assets 
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NORTHERN NATURAL GAS COMPANY 


Revenves - Expenses - Incowe 


Schedule No. Title 


——_— 


Rate Base and Cost of Service 


Incremental Depreciation, Retura and Income Taxes 
Applicable to This Docket 


Incremental Gas Purchases Applicable to This Docket 


Incremental Operation and Maiatenance Expenses 
Applicable to This Docket 


MORTMERE NATURAL CAS COMPANY 


Rete Bese and Cost of Service 


——TMiz Doskes 


Dockets C-19,040 Sch. 


amt C-19,061 1/ Ref Arrant 
(>) () ( 


Awerage Cee Plant is Service $ 323 767 700 $ 529 060 40000 


Lees: Average Seprectetion Reserves 235 418 300 135 017 700 


Mec Teility Fleet 390 K9 400 394 042 700 
Contribetions tm Ald of Comstruction ( 1 668 849) ( 2 650 749) 


Cerking Copite! (Prelimtaary) 16 763 500 16 763 300 


Total Prelieteery Rate Seco 405 664 O51 409 155 451 


Qedeet: 33.333 of Feders! Inccee Tax Accrusle 6 336 600 6 33% 600 


Total Ad jeoted Bate Bese 2399 327 451 $3691 _ 400 2 602 818 851 


71 739 760 $ 3 300 440 75 040 200 
30 573 183 80 730 30 653 913 
18 806 600 115 200 18 921 800, 
8 585 863 43 800 8 629 66) 
19 026 200 130 000 19 156 200 

318 100 4 400 522 500, 


Tetal tevewer Deductions 149 269 706 3 674 370 152 924 276 


Retare et 6.257% of Ad jwoced Late Bese 26 943 5300 230 700 25 176 200 
a 


Tetel Coot of tervice 176 195 206 3 903 270 178 100 676 


Deduct: Other Cos Levenson 6 053 650 6 053 630 
Ocher Coe Service Levewers 972 495 972 495 


set Coat of Cas Soleo | £367 349 061 171 07% 331 


Dedect: Revewwe from Sale of x te 
Serthers Cos Prater ts “ompeny 
13,253,000 Met, ot 16.706 at She o 9% 200" 
Lacese of Levenuss over Increments! Coot 
of Service of Additional Fecilities 


Ad juoted Syetam fet Cost of Gao Seles $164 977. 931% 


VY Represents Tresaaiceion Divietos Rete Bees ant Coot of Service, efter merger with Pereten Resin 
Pipeline Company, vosed on abate C-17,060 ont G-19,06) adjusted to a 6.25% rete of return, 
00 chum in echetules filed with the Commission on May 12, 1961 fm compliance with Opinion 2, 


NORTHERN NATURAL CAS COMPANY 


Incremental Deprectation, Return and Income Taxes 
Applicable to This Docket 


Particulars 
(a) 


Depreciation and Return 
Additional Plant Investment 
Compressor Stations, Transmission $ 357 200 


Transmission Lines 122 800 
Measuring and Regulating Stations 


Total Plant $480 000 


Average Depreciation Reserves 

Annual Depreciation Provision on 

Additional Plant at 3.5% 

Net Retirement 
Grose Plant Retirement 
Salvage 
Removal Cost 
Depreciation Reserve Balance-End of Year 
Average Balance ($458,200 less S0Z of Provision-$57,600) 
Net Ucilicy Plant 


Contribution in Aid of Construction 


Net Plant Investment 


Return at 6.25% of Net Plant Investment 


Income Taxco 


Return at 6.25% 


Less: Interest on Long-Term Dedt 
5% of 60% of Rate Base 


Texadle Net Income 
Federal Income Tax at 52% (108.3332) 


Kansas State Income Tax at 3.5% (3.627%) 


= Oth 
Ad Valorem Taxes 


Net Plane Additions of $3,292,700 at Kanaas Ratio 
of Tax Expense to Book Value of Plant of 1.33% 
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NORTHERN NATURAL GAS COMPANY Schedule 3 


Incremental Gas Purchases 
Applicable to This Docket 


Particulars 


(a) 
Incremental Gas Sales - Mcf. at 14.73# 
Volume Reduction through Gas Products Plant 
Additional Volumes to Present Customers-Note (1) 
Total Incremental Ges Sales-Mcf. at 14.73¢ 
Gas Used for Gathering and Main Line Compression 
and Purification 
Volume Reduction through Gas Products Plant at 3.8% 
Additional Volumes to Present Customers at 7.12% 


Cathering aod Transmission Line Loss 
Volume Reduction through Gas Products Plant at .52 


Additional Volumes to Present Customers at 12 


Total Cas Purchased Volumes - Mcf. at 14.734 


Cost of Gas Purchased at 14.07¢ per Mcf.-Note (2) 


Bote (1) -Represents the additional volume required to increase Northern's 
total gas deliveries (exclusive of Argus System, drilling and 
pumping and field sales) from 418,391,400 Mcf., as shown in 
the Docket C-19,040 hearing exhibits, to 427,303,100 Mcf. to 
adjust for a reduction in the average B.T.U. content of the 
delivered gas from 1,006 B.T.U. to 985 B.T.U. 


Mote (2) -Gas purchased has been priced at Morthern Natural Gas Company's 
average cost of gas purchased, after merger with Permian Basin 
Pipeline Company, based on the gas purchases shown in the 
hearing exhibits in Dockets G-19,040 and G-19,0461. 


NORTHERN NATURAL GAS COMPANY 


Incremental Operation and Maintenance Expenses 
Applicable to This Docket 


Particulars 
(a) 


Natural Gas Production and Gathering Expenses 
Operation 

754, Field Compressor Station Expenses 

757. Purification Expenses 


Maintenance 
Field Compressor Station Equipment 
Purification Equipment 


Total Production and Gathering Expenses 


Transmission Expenses 
Operation 
850. Supervision and Engineering 
853. Compressor Station Labor and Expenses 
857. Measuring and Regulating Station Expenses 


Maintenance 
Supervision and Engineering 
Structures and Improvements 
Compressor Station Equipment 
Measuring and Regulating Station Equipment 


Total Transmission Expenses 


Customer Accounts Expenses 
901. Supervision 
902. Meter Reading Expenses 


Total Customer Accounts Expenses 


Administrative and General Expenses 
924. Property Insurance 


Total Operation and Maintenance Expenses 
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NORTHERN NATURAL GAS COMPARY 


Statement of Income 


Twelve Months Ended March 31, 19621 
(Note 3) 


Sales of Natural Gas: 
Sales to Other Gas Utilities 
Sales to Ultimate Consumers 
Total Sales of Natural Ges 
Other Natural Gas Revenues 
Total Gas Operating Revenues 


Gas Operating Revenue Deductions: 

Operating Expenses 

Depreciation and Amortization 

Taxes Other than Taxes on Income 

State Taxes on Income 

Federal Taxes on Income 

Provision for Deferred Federal Income Taxes 
Total Gas Operating Revenue Deductions 


Net Operating Revenues, Gas Operating 
Income and Utility Income 


Other Income 
Gross Income 


Income Deductions: 
Interest on Long Term Debdt 
Amortization of Debt Discount, Premium and Fxpense 
Interest on Bank Notes 
Other 
Interest Charged to Construction (Credit) 
Total Income Deductions 


Net Income (Note 2) 


The accompanying notes are an integral part of this statement. 


NORTHERN NATURAL GAS COMPANY 
Notes to Financial Statements 


March 32, 1961 


(2) Restrictions: 


Earned Surplus is restricted under indenture provisions against the payment 
of cash dividends or purchase of stock to the extent of $29,867,454. 


Rates: 


Since August 27, 1957, the Company has collected increased revenues subject 
to possible refimd, principally on sales subject to the Federal Power 
Commission's jurisdiction. These collections heve contributed approximately 
$27,125,650 to revenues and $12,666,950 to net income for the year ended 
Merch 31, 1961, exd $26,958,409 to earned surplus since going into effect. 


Increased rates to meet higher cost of service were made effective on 
Acgnst 27, 1957, November 27, 1958, and December 27, 1959- As a pert of 
the higher cost of service, 6-1/s%, 6-1/2f, and 6-3/kh rates of return were 
Claimed in the respective filings. 


With reference to the rate made effective December 27, 1959, the Coumission, 
on Merch 7, 1961, issued its Opinion Ko. 342 end Order allowing a rate of 
return of 6-1/e$, after including deferred Federal income taxes in the 
capitel structure at a rete of return of 1-1/2%. In the same Order, the 
Commission upheld the Company's position with respect to costs to ve allo- 
cated to temporary field sales. Since Northern's suspended rates would 
bave recovered approximetely $3,100,000 less revenues from its juris- 
@ictional sales than the costs it cleimed on the besis of 6-3/4% rate of 
return, the Company estimates that the Commission's decision would involve 
a refund of approximately $540,000, which after taxes on income, would re- 
@uce net income for the year 1960 approximately $260,000. All other issues 
with respect to this rate case are still pending. « 


An epplicetios for rebearing vith respect to the rate of return to be allowed 
on deferred Federal income texes was denicd by the Commission on April 20, 
1961. ‘The Company bas 60 days from such date to appeal the decision to the 
courts. 


Merger with Subsidiary: 


Under the terms and conditions of an Agreement of Merger, Northern acquired 
all the assets acd liabilities of a mejority owned subsidiary, Permian Besin 
Pipeline Company, effective December 30, 1960. See Docket No. CP61-101. 


The Statement of Income has been restated to include the operations of 
Permien for the last ninz months of 1960. 


Contingent Lisbility: 


On Septemter 10, 1960, suit wae filed by Republic Natural Cas Company against 
Northern in the District Court of Stevens County, Kansas, alleging the vio- 
letion of one of the gas purchase contracts of the latter compeny with the 
former end asking the recovery of $10,000,000 in punitive damages ond 

$12,603, 107.35 for the elleged foilure of Northern to trke its contractual 
compmiteent of os in years beginning with 1956. Forfeiture of the contract 

is pot requested. Northern denien eny limbility and io resisting the action. @ 
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NORTHERN NATURAL GAS COMPANY Schedule 2 


Allocation of Cost of Gas Purchased 
To Northern Ges Products Company 


Particulars 
(a) 


Consolidated Average Gas Purchase Cost per Mcf at 14.734 - 
1960 Estimated per G-19,040 and 19,041 Hearing Exhibits 


Average BIU of Gas Gathered per Cubic Foot at 14.734 


Average Cost per MM BIU at 14.734 13.71345¢ 
s 


MM BIU Removed by Northern Ges Products Co. 31 054 790 


Ges Purchase Cost Allocated to Gas Products Co. 


RATE SCHEDULE CD-1 
CONTRACT DEMAND SERVICE - ZONE 1 
(Tow Border Delivery) 


Availability: This rate schedule is available to the purcbaser, berein- 
after called the Gas Utility: 


(a) For a commnity located in Northern's Rate Zoue 1, where the Gas 
Utility's distribution system is counected to and receives 
natural gas from the pipe line system of Borthern. 


Northern's Rate Zone 1 encompasses commmities as shown on 
Northern's system map on Sheet 3 of this tariff. 


(vo) Where Northern and the Gas Utility execute & service agreement 
for Contract Demand service for such community. 


Utility on a firm basis. 

to the Contract Demand, subject to cure 
tailment or interruption except as P <1) omd (7-2) 
of this rate schedule and in Sections 

end Conditions. 


Rate: Demand Charge: $3.443 per month per Mef of Billing Demand. 


Commodity Charge: 21-42¢ per Mcf of ens delivered. 


Minimsn Bill: ‘The Demand Charge for the month. 


gas Northern is obli 
shall be the maximum daily volume of Eas 
receive under this rate schedule, except 48 
and (7.2) of this rate schedule and Section ( 
avd Conditions. The Contract Demand shall be 
Northern and the Gas Utility and eet forth in 
Agreement. 


Billing Demand: 


(6.1) Determination of Rilling Demand: The Billing Demand in effect 
Tor billing month in a particular community or billing group 
served by Gas Utility shall be the Contract Demand. 


Issued by: £, B. Blease, Vice President 


Issued on: 


RORTHERN KATURAL GAS COMPANY 
F.P.C. Gas Tariff 2248 
First Revised Volum: Ko. as A ____Revised Sheet No. 5 
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RATE SCHEDULE CD-1 
CONTRACT DEMAND SERVICE - ZONE 1 
(Town Border Delivery) 
(Continued) 


6. Billing Demand (Continued): 


(6.2) Group Billing: The grouping of communities for increased oper- 
ational efficiency where they are served by a single Cas Utility 
and located within an area of reasonable extent, when the io- 
Mluence of such grouping does not result in unreasonable dis- 
crimination, require the additional looping of branch lines, 
detract from Northern's ability to deliver the Contract Demand 
Volumes to all other communities or adversely affect Northern's 
pipe line operations, will be permitted under the following 
conditions and limitations: 


(6.21) A Billing Group Located Within a Single Rate Zone: For 
Dilling purposes, communities of such group be 
Dilled under the applicable Rate Schedule for the rate 
zone in which the group is located. The imposition of 
pemalties as set forth in Section (8) hereof shall be 
epplicadle to the entire group. 


(6.22) A Billing G Located in More Than One Rate Zone: For 
Sieliee pocpcaens comeasli las of ach coe tae ace 
located in the same rate zone shall be designated as a 
sub-group and esch such sub-group will be billed under 
the applicable rate schedule for the rate zone in which 
the sub-group is located. The imposition of penalties 
as set forth in Section (8) hereof shall be spplicabdle to 
the entire group. 


JT- Demand justments : 


(7.1) Credit for Deli Defici : Oo any day when Northern does 
Dot deliver the Far ac natural gas requirements of any bill- 
ing group of the Cas Utility within the Contract Demand, because 
Worthern did not maintain the delivery pressure equal to or 
greater than it is obligated to mintain, then the demand charge 
otherwise payable during the month in which such day occurs shall 
be reduced by an amount equal to the difference botween the 
Contract Demand and the volume of gas actually delivered on such 
day, multiplied by 11.48¢ per Mcf. 


Issued by: £. B. Blease, Vice President 


Issued on: 
-2- 


WORTHERN NATURAL GAS COMPANY 
yee PeCe Gas Tariff 


No. 1 


RATE SCHEDULE CD-1 
CONTRACT DEMAND SERVICE - ZONE 1 
(Town Border Delivery) 
(Continued ) 


7%. Demand Charge Adjustments (Continued): 
(7-2) Credit for Voluntary Operation of Gas urinstys Peak-Shaving 
Facilities at Northern's Request: 


On any bi. 
Northern is, or in its judgeent may be, unable to deliver the 
full Contract Demand volume to any Gas Utility for any billing 
group requiring such volume on such day, Nortbern may request 
any Gas Utility to voluntarily operate its peak-shaving facili- 
ties. If the Gas Utility advises Northern that it elects to so 
operate its focilities, then the Gas Utility's right to take the 
Contract Demand volume for the particular billing group shall be 
reduced for such day by the volume of gas that Northern and the 
Gas Utility agree is to be made by the Gas Utility om such day. 
To the extent that the volume of gas actually taken by the Gas 
Utility from Northern on such day for such billing group is 
reduced below the Contract Demand for such billing group, 
demand charge otherwise payable during the month in whi 
@ay occurs shall be reduced by an amount equal to the 
the following: 


(a) $2.00 per Mcf of equivalent 1000 Btu gas up to dut not 
exceeding the volume the Ges Utility agreed with Borthern 
to make on such day, and 


(vo) 11.48¢ per Mef multiplied by the difference vetween Contract 
Demand and the volume of gas actually delivered on such 
day. 


8, Penalty for Unauthorized Takes in Excess of Contract Demand: 


(8.1) Amount of Penalty: 
excess of the contract Demand 1: 


the Gas Utility that 
considered os unauthorized ove: 
schedule. Northern shall dill, 


F. B. Alcase, Vice President Effective: 


WORTHERSN NATURAL GAS COMPAXY 
F.P.C. Gas Tariff 2250 
First Revised Volume No. 1 Revised Sheet No. 9 


CONTRACT DEMAND SERVICE - ZONE 2 
(Town Border Delivery) 


Availability: This retc schedule is available to the purchaser, herein- 
after called the Gas Utility: 


(a) For a community located in Northern's Rate Zone 2, where the Gas 
Utility's distribution system is connected to and receives natural 
gps from the pipe line system of Northern. 


Northern's Rate Zone 2 encompasses communities as shown on 
Northern's system map on Sheet 3 of this tariff. 


(>) Where Northern and the Gas Utility execute a service agreement 
for Contract Demand service for such community. 


eee ee This rate schedule shall apply 
to AS vered for such communities by Borthern to Gas 
Utility on a firm basis. Service rendered under this rate schedule, up 
to the Contruct Demand, shall be firm and sball not be subject to curtail- 
ment or interruption except as provided in Sections (7.1) and (7.2) of 
this rate schedule end in Sections (9) and (10) of the General Terms and 
Conditions. 


Rate: Demand! Charge: $3-753 per month per Mcf of Billing Demand. 


Commodity Charge: 21.92¢ per Mcf of gas delivered. 
Minimums Bill: The Demand Charge for the month. 


Contract Demnnd: ‘The Contract Demand shall be the maximum daily volume 
Of oatural gis Mortkern is obligsted to deliver to the Gas Utility and 
shall be the soximm daily volume of gas the Gas Utility is entitled to 
receive under this rate schedule, except as provided in Sections (7.1) 
and (7.2) of this rate schedule and Section (9) of the General Terms and 
Conditions. The Contract Demand sball be that agreed upon by Northern 
aod the Ces Utility and set forth in the Executed Service Agreement. 


Billing Demend: 


(6.1) Determination of Billing Demand: The Billing Demand in effect 
for @ billing month in @ particular community or billing group 
served by Gas Utility shall be the Contract Demand. 


——————— ee A 


E. B. Hlease, Vice President Effective: 


| pNORTHERN NATURAL GAS COMPANY 
F.P.C. Gas Tariff 
First Revised Volume No. 1 


RATE SCHEDULE CD-2 
CONTRACT DEMAND SERVICE - ZONE 2 
(Town Border Delivery) 
(Continued ) 


6. Billing Demand (Continved): 


(6.2) 


Billing: The grouping of communities for increased oper- 
ati efficiency where they are served by 2 single Gas Utility 
and located within an area of reasonable extent, when the in- 
fluence of such grouping does not result in unreasonable dis- 
crimination, require the additional looping of branch lines, 
detract from Northern's ability to deliver the Contract Demand 
Volumes to all other communities or adversely affect Northern's 
pipe line operations, will be permitted under the following 
conditions and limitations: 


(6.22) A Located Within a Rate Zone: For 
billing purposes, communi of such group be billed 
under the applicable Rate Schedule for the rate tone in 
which the group is located. The imposition of penalties 


as set forth in Section (8) hereof shall be applicable to 
the entire group. 


A BLNLIng Group Leen ee te a eres For 
billing purposes, communities euch group are 
located in the same rate rone aball be designated as a 
sub-group and each such sub-group will be bilied under 
the applicable rate schedule for the rate sone in which 
the sub-group is located. The imposition of penalties 
as set forth in Section (8) bereof shall be applicable to 
the entire group. 


7. Demand Charge Adjustments: 


(7-1) 


Credit for Delivery Defici 3: On any day when Northern does 
not deliver the nt actal Datural gas requirements of any bill- 
ing group of the Gas Utility within the Contract Demnnd, because 
Northern did not maintain the delivery pressure equal to or 
greater than it is obligated to maintain, then the demand charge 
otherwise payable during the month in which such day occurs sball 
be reduced by an amount equal to the difference between the 
Contract Demand and the volume of gas actually delivered on such 
day mltiplied by 12.51¢ per Mcf. 


E. B. Blease, Vice President Effective: 
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Revised Sheet No. LL 


CONTRACT DEMAND SERVICE - ZONE 2 
(Town Border Delivery) 
(Continued ) 


T- Demand Charge Adjustments (Continued): 
(7-2) Credit for Voluntary Operation of Gas Utility's Pcak-Shaving 


i) 
| 
Facilities at Northern's Request: On any billing day when 
Borthern is, or in its judgment may be, umnbdle to deliver the 
Tull Contract Demend volume to any Gas Utility for any billing 
Group requiring suck volume on such day, Northern may request + 
axy Gas Utility to voluntarily operate its peak-shaving facili- 
ties. If the Gas Utility advises Northern that it elects to so 
Operate its facilities, then the Gas Utility's right to take 
the Contract Demand volume for the particular billing group 
shall be reduced fer such day by the volume of gas that Northern 
and the Gas Utility sgree is to be made by the Gas Utility on 
such day. To the extent that the volume of 

1 


uch billing 
charge otherwise payable during the month in 


of equivalent 1000 Btu gas up to but not 
volume the Gas Utility agreed with Northern 
to make on such day, and 


12.51¢ per Mcf multiplied by the difference between 


Any volume of gas taken by @ Cas Utility in 
excess of the Contract Demand in any day following the day on 
Which Northern notifies the Gas Utility (by telephone, telegraph 
or otherwise) that the receipt of gns by the Gas Utility is to 
be limited to the Contract Demand, and until Northern notifies 
the Gas Utility that the limitation has been removed, shall be 
considered as unauthorized overrun gas tuken under this rate 
Schedule. Northern shall bill, and the Gas Utility shall pay, 


z. Be Elease, Vice ‘President ; Effective: ; 


NORTHERN NATURAL GAS COMPANY 
A).P.c. Gas Tariff 
Yirst Revised Volume No. 1 


RATE SCHEDULE CD-3 
CONTRACT DEMAND SERVICE - ZONE 3 
(Town Border Delivery) 


Availability: ‘This rate schedule 1s available to the purchaser, herein- 
ter ci the Gas Utility: 


(a) For a community located in Northern's Rate Zone 3, where the Gas 
Utility's distribution system is connected to and receives 
patural gas from the pipe line system of Northern. 


Nortbern's Rate Zone 3 encompasses communities as sbown on 
Northern's system map on Sheet 3 of this tariff. 


(b) Where Northern and the Gas Utility execute a service agreement 
for Contract Demand service for such community. 


A) cability and Character of Service: This rate schedule shall apply 
h7-) att Sey gas delivered for such commmity by Rorthern to Gas 
Utility on s firm basis. Service rendered under this rate schedule, up 
to the Contract Demand, sball be firm and shall not be subject to cur- 
tailment or interruption except as provided in Sections (7.1) and (7.2) 
of this rate schedule and in Sections (9) and (10) of the General Terns 
and Conditions. 


Rate: Demand Charge: $4.073 per month per Mcf of Billing Domand. 


Commodity Charge: 22.42¢ per Mef of gas delivered. 
Minimum Bill: ‘The Demand Charge for the month. 


Contract Demand: The Contract Demand shall be the 

‘of natural gas Northern ie obligated to deliver to the 
shall be the maximum daily volume of gas the Gas Utili 
receive under this rate schedule, except os provided 1 
and (7.2) of this rate schedule and Section (9) of the 
and Conditions. The Contract Demand shall de that agreed 
Northern and the Gas Utility and set forth in the Executed 


Agreenent. 
Billing Domand: 


(6.1) Determination of Billing Demand: The Billing Demand in effect 
for a dilling mon’ In a particular community or billing group 
served by Gas Utility ahall be the Contract Demand. 


E. B. Blease, Vice President 


(6.2) Sop Bing: The grouping of commmities for increased oper= 
ciency where they are served by a single Gas Utility 
and located vithin an ares of reasonable extent, when the in- 


Pipe line operations, will be permitted under the following 
conditions ent limitations: 


(6.21) A 


The 
forth in Section (8) hereof shall be 


to the entire group. 


i NORTHERN NATURAL CAS COMPANY 
’F.P.Cc. Gas Tariff 
ret Revised Volume No. 1 


RATE SCHEDULE CD~-3 
CONTRACT DEMAND SERVICE - ZONE 3 
(Town Border Delivery) 
(Continued) 


T. Desmond Charge Adjustments (Continued): 
(7.2) Credit for Voluntary Operation of Gas ee Rech. Sharing 
Apc Hi hits Ob Borers ee at Northern's Request: 


ee See ea be, weble 0 deliver the 
full Contract Demand volume to any Gas Utility for any billing 
group requiring such volume on such day, rigors Sarg acer 
any Gas Utility to voluntarily operate its peak-sbaving facili- 
ties. If the Gas Utility advises Northern that it elects to so 
operate its facilities, then the Gas Utility's right to take the 
Contract Demand volume for the particular billing group shall be 
reduced for such day by the volume of gas that Northern and the 
Gas Utility agree is to be mode by the Utility 
To the extent that the volume of gas actually 


(a) $2.00 per Mef of equivalent 1000 
exceeding the volume the Gas 
to make on such day, and 


(>) 13.58¢ per Mcf miltiplied by the 
tract Demand and the volume of gas actually delivered on 
such day. 


8. Penalty for Unauthorized Takes in Excess of Contract Demand: 


(8.1) Amount of Penalty: Any volume of gas taken by « Gas Utility in 
excess Contract Demand in any day following the day on 
<cich forthare DoAifine toe Gna Usilitg (wy telaphoes, 
or otherwise) that the receipt of gas by the Gas Utility is to 
be limited to the Contract Demand, and until Northern notifies 
nGle hy et ee ee shall be 
considered as unauthorized overrun gas taken under this rate 
schedule. Northern shall dill, and the Gas Sos Wclasiy ack 9085 


Issued by: £E. B. Blease, Vice President 
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RATS SCHEDULE CD-B 
CONTRACT DEMAND SERVICE - ZONE B 
(Town Border Delivery) 


1. Availability: This rate schedule is available to the purchaser, herein- 
after called the Ges Utility: 


(a) Por a commmity located in Northern's Rate Zone B, where the Gas 
Utility's distribution system is connected to and receives 
matural gas from the pipe line system of Northern. 


Northern's Rate Zone B encompasses communities as show on 
Northern's system map on Sheet 3 of this tariff. 


(>) Where Northern and the Gas Utility execute a service agreement 
for Comtract Demand service for such commmity. 


Sep cob et EY ene eerecter of Service: This rate schedule shall apply 
to matural gas delivered for such commmity by Northern to Gas 
Utility on 2 firm basis. Service rendered under this rate schedule, up 
to the Contract Demand, shall be firm and shall not be subject to cur- 
tailment or interruption except as provided in Sections (7.1) and (7.2) 
of this rate schedule and in Sections (9) and (10) of the General Terms 
and Conditions. 


Rate: Demand Charge: $3-8%3 per month per Mcf of BiJling Demand. 


Commodity Charge: 25.494 per Mcf of pas delivered. 
Mixisxm Bill: ‘The Demend Charge for the month. 


Contract Demand: ‘The Contract Demand shall be the maximm daily volume 
of natural gas Northern is obligated to deliver to the Gas Utility and 
shall be the maxizam daily volume of gas the Gas Utility is entitled to 
recieve under this rate schedule, except as provided in Sections (7.1) 
and (7.2) of this rate schedule and Section (9) of the General Terms 
end Conditions. The Contrnct Demand shall de that 

Morthern and the Cas Utility and set forth in the 


(6.1) Determination of Billing Demand: The Billing Demand in effect 
for a billing month in a particular community or billing group 
served by Cas Utility shall be the Contract Demand. 


Issued by: £. B. Hlease, Vice President Fifective: 
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RATE SCHEDULE CD-B 
CONTRACT DEMAND SERVICE - ZONE B 
(Tow Border Delivery) 
(Continued) 


6. Billing Demand (Continued): 


(6.2) Group Billing: The grouping of commmities for increased oper- 
ational efficiency where they are served by a single Gas Utility 
and located within an area of reasonable extent, when the in- 
fluence of such grouping does not result in unreasonable dis- 
crimination, require the additional looping of branch lines, 
detract from Northern's ability to deliver the Contract Demand 
Volumes to all other commmities or adversely affect Northern's 
pipe line operations, will be permitted under the following 
conditions and limitations: 


(6.21) A Billing Group Located Within a Single Rate Zone: For 
billing purposes, commmities of such group vill be 
Dilled under the applicable Rate Schedule for the rate 
zone in which the group is located. ‘The imposition of 
penalties as set forth in Section (8) hereof shall be 
applicable to the entire group. 


A BL Located in More Than One Rate Zone: For 
billing purposes, communities of such group that are 
located in the same rate zone shall be designated as 
sub-group and each such sub-group will be billed under 
the applicable rate schedule for the rate cone in which 
the sub-group is located. The imposition of penalti 

as set forth in Section (8) hereof shall be applicable to 
the entire group. 


7. Demand Charge Adjustments: 


(7.1) Credit for pee Deficiency: On any day when Northern does 

ver acti natural gas requirements of any dill- 
ing group of the Gas Utility within the Contract Demand, because 
Northern did not raintain the delivery pressure equal to or 
greater than it is obligated to mnintain, then the demand charge 
otherwise payable during the month in which such day occurs shall 
be reduced by an amount equal to the difference between the 
Contract Demand and the volume of gas actually delivered on such 
day, multiplicd by 12.81¢ per Nef. 


Issued by: E. B. Blease, Vice President tfeetive: 
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Facilities at Northern's Request: On any bi 
Northern is, or in its judgment may be, 
Demand 


[Ting day when 
unable to deliver the 
volume to any Gas Utility for any billing 


tract Demand and the volume of gas actually delivered on 
such day. 


8. Penalty for Unsuthorized Takes in Excess of Contract Demand: 


(8.1) Amount of Penalty: Any volume of gas taken by « Cas Utility in 
excess ree erat ae das Gente (os A oe 


krfective: 


NORTHERN NATURAL GAS COMPANY 
F.P.C. Gas Tariff 
First Revised Volume No. 1 


(Town Border Delivery) 


pe This rate schedule is available to the purchaser, herein- 
ter the Gas Utility: 


(a) For 8 commmity located in Northern's Rate Zone C, where the Gas 
Utility's distribution system is connected to and receives 
patural gas from the pipe line system of Northern. 


Northern's Rate Zone C encompasses communities as shown on 
Northern's system map on Sheet 3 of this tariff. 


(b) Where Northern and the Gas Utility execute a service agreement 
for Contract Demand service for such community. 


cability and Character of Service: This rate schedule shall apply 
Se SEY ga delivered Tor such community by Northern to Gas 
Utility on a firm basis. Service rendered under this rate schedule, up 
to the Contract Demand, shall be firm and shall not be subject to cur- 
tailment or interruption except as provided in Sections (7.1) and (7.2) 
of this rate schedule and in Sections (9) and (10) of the General Terms 
and Conditions. 


Rate: Demand Charge: $4.163 per month per Nef of Billing Demand. 
Commodity Charge: 25.99¢ per Mcf of gas delivered. 
Minimum Bill: ‘The Demand Charge for the month. 


Contract Demand: The Contract Demand shall be the maxcimm 
Of patural gas Northern is obligated to deliver to the Gas 
eball be the maximum daily volume of gas the Gas Utility 
receive under this rate schedule, except as provided 

and (7.2) of this rate schedule and Section (9) of the General 
and Conditions. The Contract Demand shall be that 

Northern and the Gas Utility and set forth in the Exec! 
Agreement. 


Billing Demand: 


(6.1) Determination of Billing Demand: The Billing Demand in effect 
or a ng mon na cular community or billing group 
served by Gas Utility shall be the Contract Demand. 


MM, Issued by: E- B- Blease, Vice President 


Issued on: 
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RATS SCHEDULE CD-C 
CONTRACT DEMAND SERVICE - ZONE C 
(Town Border Delivery) 
(Continued) 


pee Se The grouping of communities for increased oper- 
ati efficiency where they are served by a single Gas Utility 
and located within an area of reasonable extent, when the influ- 
ence of such grouping does not result in unreasonable dis- 
crimination, require the additional looping of branch lines, 
detract from Morthern's ability to deliver the Contract Demand 
Volumes to all other commmities or adversely affect Northern's 
Pipe line operations, will be permitted under the following 
conditions and limitations: 


(6.21) A Billing Group Located Within a Single Rate Zone: For 


billing purposes, commmities of such group will be 
billed under the applicable Rate Schedule for the rate 
zone in which the group is located. The imposition of 
penalties as set forth in Section (8) hereof shall be 
epplicable to the entire group. 


Located _in More Than One Rate Zone: For 
billing purposes, commmities of such group that are 
located in the same rate zone sball be designated as a 
sub-group and each such sub-group will be billed under 

epplicable rate schedule for the rate zone in which 
sub-group is located. The imposition of penalties 
set forth in Section (8) hereof shall be applicable to 


ing group of the Gas Utility within the Contract Demand, because 
not maintain the delivery pressure equal to or 
it is obligated to maintain, then the demand charge 


Contract Demand and the volume of gas actually delivered on such 
day, multiplied by 13.68¢ per Mcf. 


Effective: 


NORTHERN NATURAL GAS COMPANY 
F.P.C. Gas Tariff 
First Revised Volume No. 1 


RATE SCHEDULE CD-C 
CONTRACT DEMAND SERVICE - ZONE C 
(Town Border Delivery) 
(Continued ) 


7. Demand Charge Adjustments (Continued): 


(7.2) Credit for Voluntary Operation of Gas Ue ab Peak-Shaving 
ties at Northern's Request: On any ing day when 
Northern is, or in its Judgment may be, unable to deliver the 
Gas Utility for any billing 

group requiring suc’ request 
any Gas Utility to 
ties. If the Gas Utility adv 
operate its facilities, 
Contract Demand volume 


Gas Utility agree is to be 

To the extent that the volume 

Utility from Northern on such day for 5 

reduced below the Contract Demand for such billing group, the 
demand charge otherwise payable during the month in vhich such 
day occurs shall be reduced by an amount equal to the sum of 
the following: 


(a) $2.00 per Mcf of equivalent 1000 Btu gas up to but not 
exceeding the volume the Gas Utility agreed with Northern 
to make on such day, and 


(>) 13.684 per Mcf multiplied by the difference between Con- 
tract Demand and the volume of gas actually delivered on 
such day. 


Penalty for Unauthorized Takes in Excess of Contract Demand: 


(8.1) Amount of Perey Any volume of gas taken by © Gas Utility io 
excess tract Domand in any day following the day on 
which Northern notifies the Gas Utility (by telephone, telegraph 

ipt of gas by the Gas Utility is to 
Demand, and until Northern notifies 
has been removed, shall be 

run gas taken under this rate 
and the Gas Utility shall pay, 


Jesved by: E. B. Blease, Vice President 
Iasued on: 
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RATE SCHEDULE PL-3 
PIPE LINE SERVICE 


2. Availability: This rate schedule is available to any purchaser 
(hereinafter called “Buyer”) for the purchase of natural gas from 
Borthern Bsturel Gas Company (hereinafter called "Northern"): 


(a) At delivery point(s) located in Northern's Rate Zone 3. 
Borthern'’s Rate Zone 3 encompasses the area shown on 
Borthern's system map on Sheet 3 of this tariff. 


(>) Where Northern and Buyer execute a service agreement for 
service under this rate schedule. 


2. SS Se This rate schedule shall be 
to eas pi service delivered by Northern to Buyer 
cm a firm basis. Service rendered under this rate schedule up to the 
Contract Demand, shall be firm and not subject to curtailment or inter- 
ruption except as provided in Sections (9) and (10) of the General Terms 
and Conditions. 


3. Bete: Demand Charge: $:.073 per mouth per Mef of Billing Demand 
Commodity Charge: 22.42¢ per Mcf of gas delivered. 
&. Mintmm Bill: The minimam bill for each month shall be the sum of (a) 
aad (b) below: 


a 


(a) ‘he Dewand Charge for the month and 


Issued by: EZ. Be Hlease, Vice President Effective: 
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RATE SCHEDULE PL-3 
PIPE LINE SERVICE 
(Continued ) 


‘tment for Delivery Deficiency: On any day when Northern does vot 
TS fall ectual natural ges requiresente of the Buyer within the 
Contract Demand, because Northern aid not maintain the delivery 


equal to or greater than it is obligated to maintain, then the f 
adjustments shall be made: 


(a) The Demand Charge otherwise payable during the month 
in which such day occurs ehall be reduced by an amount 
equal to the volume that Seller failed to deliver in such 
day multiplied by 13.58¢ per Mcf, and 


The Minimum Monthly Bill otherwise applicable during 

the month shall be reduced by an amount equal to the volume 
that Seller failed to deliver multiplied by the Commodity 
Charge eet forth in Paragraph (3) above, in addition to 
the reduction in the Demand Charge stated in (a) above. 


Penalty for Unauthorized Takes in Excess of Contract Demand: 


(8.1) Amount of Penalty: Any volume of gas taken by @ Buyer under 
this rate schedule in excess of the Contract Demand in any day 
shall be considered as unauthorized overrun gas. Northern shall 
pill, and the Buyer shall pay, for such unauthorized overrun gs 
at the following rates, in addition to the Commodity Charge: 


$ 2.00 per Mcf for such overrun gas up to and including 
the larger of 3% of the Contract Demand, or 50 Mcfi 


$10.00 per Mcf for additional volumes of overrun gas. 


The payment of an overrun penalty shall not, under any circum 
stances, be considered as giving any Buyer the right to take 
unauthorized overrun voluses nor shell such payment be con- 
sidered to exclude or limit any other remedies available to 
Northern or another Buyer against the offending Buyer for failure 
to comply with its obligations to stay within its Contract Demand. 


All such penalties shall be collected and retained by Northern 
and shall not be refunded to Buyer, except as provided in Parea- 
graph (8.2) hereof. 


E. B. Blease, Vice President Kefective: 
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2. Avatlability: This rate schedule is evailable October 27 through April 26 
to acy purchaser, bereinafter called "Gas Utility", purchasing gas from 
Morthern under any of its Firm Rate Schedules, for 
the Gis Utility, to the extent possible, 


Rete: Momimtion Charge: 10¢ for each Mef of gas nominated by Gas 
Utility which is authorized and made available 
to Gas Utility by Northern, plus 

Commodity Charges:  46.52¢ per Mcf of gas delivered hereunder. 


Minimss Bill: The nomination charge. 


Determination of Deliveries: Deliveries under this rate sc 
be lisited to that volume taken during eny billing day in 
Comtrect Demnod in @ billing group up to the volume that the 
and Northern have agreed upon as peaking gas for such day. 


and/or “PO” Rate Scheé 
les shall be discontinued and Contract Demand shall be in effect, notify 
Ieeued by: EZ. B. Hlesse, Vice President Effective: 
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RATE SCHEDULE R-1 
INTERRUPTIBLE OVERRUN SERVICE - ZOE 1 
(Tow Border Delivery) 


Availability: This rote schedule is available to any purchaser (here- 
inafter called Gas Utility) for the purchase of natural gas from 
Northern Natural Gas Company (hereinafter called “Mortbern”) when Gas 
Utility is purchasing eps from Morthern under Borthern's Rate Schedule 
CD-1. 


Applicability apd Cparecter of orice: This rate schedule shall apply to 
fas delivered in Zone 1 on any day by Morthcrn to a billing 
group of the Gos Utility in excess of the Contract Derand in such billing 
Group, provided; however, that no gas will be sald under this rete schedy 
during such days in which Korthern orders Gas Utility to curtail com- 
pletely the taking of ens under this rate schedule. Service rendered up- 
der this rate schedule shall be subject to curtailment or interruption. 


Rate: 21.42¢ per Mcf delivered. 
Minimzm Bill: None. 


Determination of Deliveries: ‘The volume of ges delivered under this rate 

any day when gas is available bereunder shall be the 
volume of ens delivered to Gas Utility in excess of the Contract Dreand 
for a billing group. Any gas taken under this rate schedule will be 
referred to as “overrun” gs. On any day for vhich Northern has ordered 
camplete curtailment of service to a Gas Utility under this rate schedule, 
ell gas taken by Gas Utility sboll be considered as delivered under _ 
Northern's Rate Schedule CD-l ond ERS-l. 


Procedure for Curtailment of Service Under This Rate Schedule: Service 
umder this rate sc © sdball be subject to at ty 
Northern in the following order: 


Step 1: No curtailment. 


Step 2: Curtail or discontinue deliveries of overrun gas for the gas 
requirements of such existing ond ocw large volume consumers 
whose mximum daily requiremcnts are more than 12,000 Mf 
per day; provided, hovever, that the ers requirements of any 
existing consumer for whose requirerents Northern received 
1b-1/2¢ per Mef from the Gas Utility icediately prior to 
Octoder 27, 1947, and of direct customers of Northern taking 


B. Blease, Vice President 
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see ty ami Character of Service: 


The volume of gas delivered under this rate 
Guring amy dey vhen gas is available Lereunder shall be the 
volume of = delivered to Cas Utility in excess of the Contract Demand 
for a billing gz-oup. Any eos taken under this rate schedule will be 
referred to es “overrun” gs. On any day for wifich Northern has ordered 


per tcf from the Cos Utility <necdiately prior to October 27, 
1947, and of direct customers of Morthern taking D-l gas, 


Availability: This rate schedule is available to any purchaser (herein~ 
after called Gas Utility) for the purchase of netural gas from Northern 
Company (hereinafter called “Worthern") when Gas Utility is 


the taking of gas under this rate schedule. 
rate schedule shall be subject to curtailment or interruption. 


Rate: 22.l2¢ per Mcf delivered. 


complete 
all gas taken by Ges Utility shall be considered 
Borthern'’s Rate Schedule CD-3 snd ERS-l. 


for Curtailment of Service Under This Rate Schedule: Service 
) w 
Worthern in the following order: 


Step 1: Mo curtaileent. 


Step 2: Curtail or discontime deliveries cf overrun gas for the gas 


6. 
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RATE SCHEDULE R-B 
INTERRUPTIBLE OVERRUN SERVICE - ZONE B 
(Town Border Delivery) 


Availability: This rate schedule is available to any purchaser (bereine 
r called Gas Utility) for the purchase of natural gas from Northern 

Batural Gas Company (bereinafter called “"Northern”) when Gas Utility is 

purcbasing gas from Northern under Northern's Rate Schedule CD=B. 


Applicability and Character of Service: This rate schedule shall apply to 
al. oa’ gas ve: in oa any day by Northern to a billing 
group of the Gas Utility in excess of the Contract Demand in such billing 
group, provided; however, that no gas will be sold under this rate schedule 
@uring such days in which Northern orders Gas Utility to curtail completely 
the taking of gas under this rate schedule. Service rendered under this 
rate schedule shall be subject to curtailzent or interruption. 


Rate: 25.49 per Mcf delivered. 


Minimms Bill: Mooe. 


Determination of Deliveries: The volume of gas delivered under this rate 
cunving any day when gas is available bereunder shall be the 
volumes of gis delivered to Gas Utility in excess of the Contract Demand 
for @ billing group. Any gas taken under this rate schedule will be 
" gas. On any day for which Northern has ordered 
ce to a Gas Utility under this rate schedule, 
ell gas teken by Gas Utility shall be considered as delivered under 


Procedure for Curtaileent of Service Under This Rate Schedule: Service 
Fendered under this rate schedule shall be subject to curtailment by 
Northern in the following order: 


Step 1: Bo curtailment. 


Step 2: Curtail or discontinue deliveries of overrun gas for the gas 
requirements of such existing and new large volume consumers 
whose maximm daily requirements are more than 12,000 Mcf per 
day; provided, however, that the gas requirements of any exist- 
ing consumer for whose requirements Northern received 1s-1/2¢ 
per Mcf from the Gas Utility immediately prior to October 27, 
1947, and of direct customers of Northern taking 


MfLeetives 
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RATE SCHEDULE R-C 
INTERRUPTIBLE OVERRUN SERVICE - ZONE C 
(Town Border Delivery) 


Availability: This rate schedule is available to any purchaser (herein- 
after called Gas Utility) for the purchase of natural gas from Northern 
Natural Gas Company (hereinafter called “Northern”) when Gas Utility is 
purchasing gas from Northern under Northern's Rate Schedule CD-C. 


Applicability and Character of Service: This rate schedule shall apply to 
at natural gas delivered in Zone © on any day by Northern to a billing 
group of the Gas Utility in excess of the Contract Demand in such billing 
group, provided; however, that no gas will be sold under this rate schedule 
during such days in which Northern orders Gas Utility to curtail completely 
the taking of gas under this rate schedule. Service rendered under this 
rate schedule shall be subject to curtailment or interruption. 


Rate: 25-99¢ per Mcf delivered. 
Minimum Bill: None. 


Determination of Deliveries: The volume of gas delivered under this rate 
schedule during any day when gas is available hereunder shall be the 
volume of gas delivered to Gas Utility in excess of the Contract Demand 
for a billing group. Any gas taken under this rate schedule will be 
referred to as "overrun" gas. On any day for which Northern has ordered 
complete curtailment of service to a Gas Utility under this rate schedule, 
all gas taken by Gas Utility shall be considered as delivered under 
Northern's Rate Schedule CD-C and ERS-1l. 


Procedure for Curtailment of Service Under This Rate Schedule: Service 
Yendered under this rate schedule shall be subject to Curtailment by 
Northern in the following order: 


Step 1: No curtailment. 


Step 2: Curtail or discontinve deliveries of overrun gas for the gas 
requirements of such existing and new large volume consumers 
whose maximum daily requirements are more than 12,000 Mcf per 
day; provided, however, that the gas requirements of any exist- 
ing consumer for whose requirements Northern received 14-1/2¢ 
per Mcf from the Gas Utility immediately prior to October 27, 
1947, and of direct customers of Northern taking D-l gas, 
immediately prior to said date, shall be curtailed and deliveries 
limited to not more than 12,000 Mcf per day under this step. 
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Availability: This rate schedule is available to any purchaser (bere- 
Goafter called Buyer) for the purchase of natural gas from Northern 
Maturel Gas Company (bereinafter called Northern) vhen Buyer is pur- 
chasing gas from Northern under Northern's Rate Schedule PL-3. 


and Character of Service: This rate schedule shall apply 


sole discretion of Northern. 
Rate: 22.42¢ per Mcf of gas delivered. 


Minimm Bill: Sone. 


equal to the volume of gas taken by buyer 
Contract Demand under Rate Schedule PL-3 and any other volumes scheduled 
for delivery under any other rate schedule of Northern on such day. 


of 4ble Service: Whenever Borthern is able and willing 
Ee is Onn service it will be offered by Northern to 
all Buyers which bave executed Service Agreements for firm service on 
an equitable basis. 


Penalties for Unauthorized Takes Under This Rate Schedule: 


(7.1) Amount of Penalty: On any day that Buyer takes volumes of gas 
excess volumes scheduled for delivery pursuant to 

advance operating arrangements, such excess volumes shall be 
considered as unauthorized overrun. Such unauthorized overrun 
sball be paid for by Buyer at the rate of $1.00 per Mcf, provided, 
however, that sucb penalty shall not apply if the total take 
of the Buyer is less than 103% of the Contract Demand plus any 
Geliveries scheduled under any other rete schedule. 


Iseued by: Z. B. Blease, Vice President 
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GENERAL TERMS AND CONDITIONS 


1. Measurement. 


(1.1) Unit of Measurement. The unit of measurement shall be a cubic 
Toot of gas and the term "cubic foot of gas", wherever used in 
Northern's rate schedules shall mean a cubic foot of gas at an 
absolute pressure of 14.73 pounds and a temperature of od 
Fahrenheit. 


Computation of Volume of Gas. 


(a) Measurement Factors. The volume of gas delivered as 
measured at pipe Line pressures shall be corrected to 
the unit of measurement. Measurement and determination 
of volume delivered shall be made in accordance with the 
recommendations set forth in the A.G.A. Gas Measurement 
Committee Report Number Three. 


Temperature. The temperature of the gas passing through 
the meters shall be determined by the continuous use of 

a recording thermometer so installed that it will record 
properly the temperature of the gas flowing through the 
meters. The arithmetic average of the hourly temperature 
so recorded shall be used in measurement computation. 
Provided that in case of any small volume delivery the 
installation of a thermometer may be omitted at the 
election of Northern, and in any such case the temperature 
of the gas for the purpose of measurement shall be assumed 
to be sixty (60) degrees Fahrenheit. 


Specific Gravity. The specific gravity of the gas shall 
be determi: once @ month or as frequently as necessary 
for reasonably accurate determinations, by means of 
adequate apparatus, and such gravity so obtained, shall 
be used in the measurement of gas. 


Atmospheric Pressure. The normal barometric pressure in 
Sous per square inch, carried to one decimal place, for 
each city or town, shall be used as the atmospheric 
pressure for measurement purposes. 


EB. B. Blease, Vice President 
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GENERAL TERMS AND CONDITIONS 
(Continued) 


2. Measurement (Continued). 
(2.2) Computation of Volume of Ges (Continued). 


(e) Heating Value. The beating value of the gas delivered 

be determined by recording calorimeters. Such 
calorimeters shall be adjusted to record the gross 
beating value per cubic foot of the gas as delivered. 
Such calorimeters shall be owned, operated and maintained 
by Morthern at a point on Nortbern's mainline downstream 
from the point where all gathering, processing and 
extraction is completed. 


The heating value of the natural gas received by Northern 
from its several sources of supply may vary, but it is 
expected that the gross heating value of the gas delivered 
will not be less than 975 nor more than 1025 Btu per 
cubic foot. However, if in any month the arithmetic 
average of heating values recorded hourly by Northern's 
calorimeter sball be less than 975 Btu per cubic foot, 
then the volume of gas delivered during such month sball 
be computed by miltiplying the volume computed as 

4n Section (1.2) (a) of these General Terms 
and Conditions by a fraction whose mmerator shall be 
such arithmetic average heating value and whose denomina- 
tor shall ve 975. 


Supercompressibility. Determination of supercompressibility 
of oe qas at measurement pressures shall be made by 
Northern at Morthern's Omaha Central Laboratory and Testing 
Stop at intervals of three months or as much Oftener as 
found necessary in practice, and the correction factor so 
determined shall be used in the computation of deliveries 
until the next test. 


Northern's Equipment. BMorthern shall test, and adjust to 
par accuracy, at reasonable intervals, all equipment used 
4n making the determinations of factors used under the 
provisions of this section (1). Such equipment shall, at 
all reasonable times, be subject to test or inspection by 
@ representative of the Gas Utility in the presence of a 
representative of Northern, and if found to be inaccurate, 
shall be corrected to par accuracy at the time of test. 


nn 
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Meters 


(2.1) 


GENERAL TERMS AND CONDITIONS 
(Continued) 


Town Border Meter. 
utility Shall be measured by an 


necessitated by spec 

than one town Border Meter 4 

of gas, the term “Town Border Meter” s 

and include all such meters a8 are used for that purpose. 


Testing of Northern's Meters. Northern sball test the town 
border meter at reasonable intervals, and shall, at the time 
of the test, adjust the meter to record accurately. Such meter 
shall, at all reasonable times, ve subject to check, test and 
inspection by & representative of the Gas Utility io the 
presence of & representative of Northern. 


The Gas Utility shall 
Gas Utility used 


town border meas 

the tests, adjust 

representative shall have the right to witness 5 

at reasonable times at the election of Northern, to check, test 
and inspect such meters in the presence of & representative of 
the Gas Utility. 


ustment of Measurement Errors. If a meter of Northern or 
a Gas Utility is found to be inoperative or inaccurate, 
such equipment shall be adjusted to register correctly, and 
tee nanount of the error shall be determined by the most 
accurate method feasible. 


If the dpaccuracy sbell have resulted in an error of sore 
than 2% in the measurement of Gas, then the calculated 
deliveries of gas shall be adjusted to par accuracy to 
compensate for such error. 


F.P.C. Gas Tarify 
First Revised Volume Now 2 _fevined Sheet No. 39 


GSNERAL TERMS AND CONDITIONS 
(Continued) 


2. Meters (Continued). 


(2.5) Such adjustment shall be made for such period of inaccuracy 
as may be definitely known. If the period of inaccuracy shall 
Dot be known, then such adjustment shall be made for the 
% Balt of the period (but not exceeding the last fifteen 
of the last balf of such period) between the time the 
— 
ring 


Quality. Matural gas delivered by Northern shall be merchantable 

mat gas. Northern shall have the right to process or permit 

the processing of the gas before delivery in such manner and to such 
extent as Northern may consider necessary or expedient. Such right 
shall include the extraction of, among other things, moisture, sulphur 
compounds, helimm, nitrogen, natural gasoline, carbon dioxide, ethane, 
butane, propane, and other hydrocarbons (except methane) or any other 
component of the gas before or after receipt in Northern's pipeline 
and also the extraction of such methane as is extracted incidental to 
the extraction of any other component including fuel used in the 
extraction process. 


Delivery Presswe. Delivery of natural gas by Northern shall be 
at such varying pressures as may exist under operating conditions 
in the pipe line of Mortbern at the point of delivery and, unless 
otherwise mutually agreed to shall not be less than 50 pounds per 
square inch gauge pressure so far as practicable. The Gas Utility 
sball install, operate and maintain, at ite own expense, such 
pressure regulating devices as may be necessary to regulate the 
pressure of gas after delivery to the Gas Utility. 


ivery Point. Meatural gas sold by Northern shall be delivered 
at the point or points of connection between the pipe line of 
Borthern and that of the Cas Utility, eitber on the outlet side 
of the town border measuring station of Northern, or at such 
other point or points as may be mutually agreed to by the Gas 
Utility anc Morthern, if necessitated by special or peculiar 
circumstances. 


Issued by: 2. B. Klease, Vice President Effective: 


Issued on: 


NORTHERN NATURAL GAS COMPANY 


GENERAL TERMS AND CONDITIONS 
(Continued) 


Delivery Point. (Continued. 


Where more than one point of connection 1s used for the delivery 
of natural gas at the town border, the term “Delivery Point” 
sball be construed to mean and include all such points of connec- 
tion as are used for the delivery of natural gas. 


Title. Northern warrants the title to the natural gas delivered 
‘and that it has good right and lawful authority to sell the same. 


Billing and nt. A statement shall be submitted by Northern 
to the Gas Utility on or before the tenth (10th) day of each 
calendar month for natural gas delivered during the preceding 
billing month, and payment therefore shall be made by the Gas 
Utility to Nortbern on or before the twentieth (20th) day of 
the month in which said bill is received by the Gas Utility. 


> Issued by: E. B- Blease, Vice President Effective: 
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SUMMARY OF RATES REFLECTING 
THE 
APPLICATION OF A UNIFORM UNIT REDUCTION 
IN BACH RATE ZONES 


Note: The rates shown under “Present Rates” for Zone C are not currently 
in effect. The Zone C rates shown, however, are at a 70% load factor, 
two cents per Mcf higher than the currently effective Zone B rates. 
Northern currently has some Zone C rates under suspension in Docket 
Mo. KPG61-23 and will propose in that docket in the pear future to 
effectuate rates for Zone C which will be identical with those shown 
above as “present rates” for Zone C. 


NORTHERN NATURAL GAS COMPANY 


OTK Se 


INCREMENTAL COST OF SALE 
TO PRODUCTS COMPANY 


Particulars Amount 
(a) (ce) 


Incremental Cost of Service as “ 
Calculated by Northern $3,905,270 V 


Additions to Incremental Cost of 
Service Not Included by Northern 


Increased Volume to Northern's 
Utality Customers $2.195.680 


Loss of Transmission Capacity 2.071, 300 
Increased Horsepower Utilized 452.600 


Looping of "A" Line Between 
Mullinvalle & Bushton 688,600 


Total Incremental Cost of Service for 
Sale to Products Company $8,313.450 


Revenue From Sale to Products Company 
at Proposed Rates $6,096, 380 2/ 


Defaciency $2,227,070 
Exhibit 10, Schedule 1, Line 22, 
Col (a) 


Exhibit 10, Schedule 1. Line 23 
Col (da) 
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Schedule 2 


NORTHERN NATURAL GAS COMPANY 


COST OF INCREASE IN VOLUME 
TO NORTHERN'S UTILITY CUSTOMERS 
AS RESULT OF OPERATION OF 
EXTRACTION PLANT 


Particulars Amount 
(a) (b) 


Increase in Volume to Northern's Utility 
Customers 16,773,100 MCF 


Gas Used for Gathering, Main Line 
Compression and Pur:fication @ 7.1) 1,190,900 MCF 


Gathering and Transm:ssion Line Loss @ 1% 167,700 MCF 
Total Increase in Volume 18,131,700 MCF 
Increase in Volume to Northern's Utility 
Customers Included in Incremental Cost of 


Service as Calcelated by Northern 8,911,700 MCF 


Gas Used for Gathering, Main Line Com 
pression and Purification @ 7.1% 632,800 MCF = 


Gathering and Transmission Line Loss @ 1% 89,100 MCF 


Total Increase in Yolume as Calculated by 
Northern 9,633,600 MCF 


Increase in Volume to Northern's Utility PR 

Customers Scr included in Incremental Cost 

of Service as Caiculated by Sorrthern 8,498,100 MCF 
{Liane «© - Line > 


Cost of increase in Volume Scr inciuded by Northern 
in Calculation of incremental Cost of Service $1,195,680 
(Lane 9 x 14.67¢/MCF 3/ 


Exhibit __, Schedule 2, Line 6, Col. (4) 
Exhibit 19 , Schedule 3, Line 3 

Exhid.t 19 Schedule 3, Line 7 

Exhibic :5 . Schedule 3, Line 10 

Pxhibit 10 , Schedule 3, Line 12 & Note (2) 


NORTHERN NATURAL GAS_COMPANY 
LOSS OF TRANSMISSION CAPACITY 
OF NORTHERN'S SYSTEM AS RESULT OF 
OPERATION OF EXTRACTION PLANT 


Particulars 
(a) 


Loss of Energy Transported Per Cubic Foot: 
BTU of Gas on Peak Day at Bushton Before 
Extraction 
BIU of Gas on Peak Day at Bushton After 
Extraction 
Decrease in Energy/CF as Result of 
Operation of Extraction Plant 
(Line 2 - Line 3) 
Per Cent Decrease in Energy Transported/CF as 
Result of Operation of Extraction Plant 
(Line 4 + Line 2) 


Increase in Transmission Capacity as Result of 
Reduction in Specific Gravity from 0.68 to 0.66 


Increase in Flow Capacity 
Increase in Compressor Capacity 


Net Loss in Energy Which Can Be Transported 
Net Loss in Flow Capacity 
(Line 5 - Line 7) 
Net Loss in Compressor Capacity 
(Line 5 - Line 8) 


1/ Exhibit 4. Page 2(e) 


2/ Exhibit 26, Page 8 


Calculated as Follows 


- 4606 
- 4606 


- (0.68) 


1.0138 Q) 


2334 
Schedule 4 
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NORTHERN NATURAL GAS COMPANY 


INCREASE IN COST TO 
NORTHERN'S UTILITY CUSTOMERS 
DUE TO LOSS OF TRANSMISSION 

CAPACITY AS RESULT OF OPERATION 

OF EXTRACTION PLANT 


Particulars 
(a) 


System Saleable Capacity North of Bushton 
Docket CP61-190: 


Volumetric Capacity @ 0.68 gravity 1,709,810 McF 2! 


Heating Value @ 0.68 gravity X__1018 Bru 2/ 


Capacity in MMBTU 1,740,587 MMBTU 


System Saleable Capacity North of Bushton 
Docket CP61-132: 


Volumetric Capacity @ 0.66 gravity 1,735,457 McF 3 
Heating Value @ 0.66 gravity 
Capacity in BTU 1,709,425 MMBTU 
Loss of Transmission Capacity in MMBTU 31,162 MMBTU 
(Line 4 - Line 8) 
Increasec Cost Due to Loss of Transmission 
Capacity 


System Pixed Cost/MCF of Contract Demand 


Zstimated System Pixed Cost Docket CP61-190 
{Line 2 x Line 11) $113,.633,970 


Estimated System Pixed Cost/MMBTU 
CP61-132 (Larne 12 % Line 8) $ 66.47/MMBTUa. 
CP61-190 (Line 12 4+ Line 4) 65.28/MMBTU 


Increase in Pixed Cost /MMBTU $ 1.19/mBtTU 
(Line 14 - Line 15) 
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NORTHERN NATURAL _GAS COMPANY 
INCREASE IN COST TO 

NORTHERN'S UTILITY CUSTOMERS 

DUE TO LOSS OF TRANSMISSION 

CAPACITY AS RESULT OF OPERATION 
OF EXTRACTION PLANT 


Particulars Amount 
(a) (>) 


Increase in System Fixed Cost Due to Loss of 


Transmission Capacity: $2,071,300 
(Line 4 x Line 16) 


Amended Application CP61-190, Tab I 


Exhibit 4, Page 2(b) 


Exhibit 6, Page 2, Line 63, 1963-64 Heating 
Season 


Exhibit 30, Schedule 1, Line 31. Col. (a) 


INCREMENTAL COST OF INCREASE 
IN TOTAL SYSTEM HORSEPOWER 


REQUIRED AS RESULT OF OPERATION 


OF EXTRACTION PLANT 


Particulars 
(a) 


Total Calculated Horsepower: 
Docket CP61-132 
Docket CP61-190 
Increase in Calculated Horsepower 


Proposed Additional Horsepower to be 
Installed in this Docket 


Existing Horsepower on Northern's System 
Utilized in this Docket 
(Line 4 - Line 5) 


Additional Investment for Horsepower Additions: 
Docket G-14,697 

H.P. Addt'n, Ogden, Iowa 

. Palmyra, Nebr. 


g 


NN 


? 


Beatrice, Nebr. 
Bushton, Kansas 
, Clifton, Kansas 


g3ghg 


a 
& 


vee Poe oe Pos oe te 


Bushton, Kansas 
. Palmyra, Nebr. 


Shioone 


838 


, Ventura, Iowa 
, Ogden, Iowa 


Se 


38 


a 
g 
~ 


Total 


AdGitional Investment Per Horsepower 
(Line 21 + Line 22) 


4/ 


$ 671,200 
517,200 


1,059,000 
$20,800 
460,100 


464,700 
467,500 


925,500 
4 00 


$5,571,600 
22,000 


$253 


NORTHERN NATURAL GAS COMPANY 
INCREMENTAL COST OF INCREASE 
IN TOTAL SYSTEM HORSEPOWER 
REQUIRED AS RESULT OF OPERATION 

OF EXTRACTION PLANT 


Particulars 
(a) 


Additional Investment to Replace Existing 
Horsepower Utilized in this Docket 
(Line 6 x Line 23) 


Incremental Depreciation, Return & Taxes 
on Additional Investment: 
Depreciation & Return 
Depreciation @ 3.5% 
Average Balance 
(Line 24-50% Line 27) 
Return @ 6.25% 


Income Taxes 
Interest on Long-term Debt 


5% of 60% of Rate Base 
Taxable Net Income 
(Line 29 - Line 3) 
Federal Income Tax @ 52% (108.333%) 


Taxes - Other Than Income 
Ad Valorem Taxes 
(Line 24 x 1.58% 3/) 


Total Incremental Depreciation, Return & 
Taxes on Additional Investment $ 452.600 


1/ Total of Calculated Horsepower from 
Exhibit 7 
Total of Calculated Horsepower from Amended 
Application Docket CP61-190. Tab G 

B/ Exhibit 7, Page 2 

4/ Docket G-19.040, Exhibit 1. Schedule C-2 
Sheet 1 
Docket G-19.040, Exhibit 5. Page 1 
Estimated Property Tax Expense of 
$e,904,400 Divided by Estimated Gas 
Plant in Service of $436.348.005 


NCRTHERN NATURAL GAS COMPANY 


INCREMENTAL COST OF 


LOOFING “A™ LINE BETWEEN 
MULLINVILLE AND SUSHTCN, KANSAS 


Part:culars 


Increase in Capacity o 


£ “A” Lane Between 


Mollainville 4 Bushton as Result of Upgrading: 
Capacity Cocker CF61-132 
Capacity Docker CP61-190 


Increase im Capacity 


Decrease in Capacity o 


£ High Pressure Line 


Between Mullinville & Bushton: 
Capacity Docket CF€1-190 
Capacity Docket CP61-132 


Decrease in Capacity 


Length of 30” Mainline 
Additional Capacity of 


Additional Investment 
Line Additions 2 
Docket G-14.697 
xa.L. sorth 
M.L. North 
Docket 2779 
M.L. Sorth 
M.L. pozth 
Docket 485 
M.L. rth 
MLL. © North 
A.L. Berth o 
Docket 736 
ALL. Nereh 
Docket S 982 
wA.L. North 


Total investment 


Total Miles 


Loop Required to Provide 
109,561 MCP/DAY 


for 30” Transmission 
Beatrice 9.0 
Oakland 


Ventura 
Palmyra 


£ Ogden 


£ Ventura 


Clafton 


Ventura 


Beaver 


2338 
Schedule 6 
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303,000 mcr/pay 1%, 


193,439 MCF/DaAY 2/ 
109,561 MCF/DAY 


1.205.618 McF/pay 2/ 


1,163,347 MCF/DAY 1/ 
42,271 MCF/DAY 


47.89 mi. 


$ 803,100 
1,814,000 


1,718,800 
1,173,300 


1.251.500 
845.700 
968.400 
877,900 
820,500 

$10,273,200 


103.5 mi 30" O.D. 


INCREMENTAL COST OF 
LOOPING "A" LINE BETWEEN 
MULLINVILLE AND BUSHTON, KANSAS 


Particulars 
(a) 


Additional Investment/ 
Mile 30° Transmission Line 
(Line 25 + Line 26) 


Additional Investment for 47.89 mi. 
Loop of “A” Line 
(Line 9 x Line 27) 


Incremental Depreciation Return & Taxes 
on Additional Investment: 


Depreciation & Return 
Depreciation @ 3.5% 
Average Balance 

(Line 28 - SO% Line 31) 
Return @ 6. 


25% 

Income Taxes 
Interest on Long Term Debt 
S% of 60% of Rate Base 
Taxable Bet Income 

(Line 33 - Line 35) 
Pederal Income Tax @ 52% (108.333) 
Kansas State Income Tax @ 3.5% (3.627X) 
Taxes Other Than Income 


a4 Valorem Taxes 
At Kansas Ratio of Tax Expense to 
Book Value of Plant of 1.33% 
(Line 26 x 1.3390 
Total Incremental Depreciation Return & Taxes 
on Additional Investment $ 688,600 


J/ €Bxhibit 7. Page 5 
2/ Amended Application Docket CP61-190, Tab G 
B/ Docket G-19,040, Exhibit 1, Schedule C-2, 
Sheets 2 and 3 
Docket G-19040, Exhibit 5. Page 1. Estimated 
Tax Expense of $6,904,400 Divided By 
Estimated Gas Plant in Service of $436, 348.005. 
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Schedule 3 


SALES OF PROPANE BY STATES AND 2388 
ESTIMATED IMPORT REQUIREMENTS 


Thousands of Gallons Per Year (MG/yY) 


Estimated Estimated 
Local Imports 
*) MG su ired 
State 


Illinois 200-72 
Iowa 136, 396 17 174, 
Kansas 69, O42 
Minnesota 158° 581 
Missouri 228, 221 
Nebraska 200 73,946 
North Dakota 46, 350 {) 

South Dakota 2 638 

1 


Wisconsin 145,1 1 er 
> 1, ? 


Mid-America Pipeline Capacities 
North of Bushton 


Thousands of Gallons Per Year (™G/Y) 


Delivery 


Capability 

Based On 

Capacit 1.9 Load Factor 
Capacity 


(1) Present Capacity MG/Y 948, 000 &99, 000 


(2) Ultimate Capacity By Install- 1,474, 000 TT6, 000 
ing Additional Horsepower 


Mid-America Delivery Capability As 
Per Cent of Estimated Ii rts 
Thousands 0: allons Per Year 
a 
With Mid-America Present Capacity 498 
With Mid-America Ultimate Capacity 18h 


For States of Illinois, Iowa, Kansas, Minnesota, Missouri, 
Nebraska, North Dakota, South Dakota, Wisconsin with Estimated 
Imports of 1,026,640 MO/Y. 


For States of Iowa, Minnesota, Nebraska, one-half of 
Missouri, South Dakota and Wisconsin with Imports of 
736,696 Ma/Y. 


From Bureau of Mines Mineral Market Report 
No. MMS 3125 and No. MMS 3297. 
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Mid-America Sources Only ° 
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CONTRACT 


Tus AGREEMENT, entered into this 3 day of March, 1961, 
by and between NorrHern Gas Propucts Company, a 
Delaware corporation, having an office at Omaha, Nebraska, 
hereinafter referred to as ‘‘Seller’’, and Pamurrs Perro- 
teuM Company, a Delaware corporation with an office at 
Bartlesville, Oklahoma, hereinafter referred to as 
“Buyer’’; 


WITNESSETH : 


Wuenreas, Seller proposes to construct a natural gaso- 
line plant at or near Bushton in Ellsworth County, Kansas 
(hereinafter called ‘‘Plant’’), and produce and manufac- 
ture commercial propane at the Plant; and 


Whereas, Seller also proposes to transport said com- 
mercial propane through a pipeline system to terminals 
as hereinafter described; and 


Wuenreas, Buyer wishes to purchase commercial propane 
at Seller’s terminals, the location of which is hereinafter 
set forth; 


Now, Trererore, for and in consideration of the coven- 
ants and agreements to be kept and performed by the 
respective parties hereto, as hereinafter set forth, the 
parties hereto hereby mutually contract, covenant and 
agree each with the other as follows: 


1. Sale and Purchase. 


Seller hereby sells and agrees to deliver and Buyer 
hereby purchases and agrees to take and pay for, subject to 
the terms and conditions herein contained, all of the 
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commercial propane produced, manufactured and saved 
at Seller’s Plant as the same is constructed or thereafter 
enlarged. The production capacity of said Plant as con- 
structed is estimated to be 14,000 barrels of propane per 
day on a monthly average, but Seller may, at its election, 
enlarge the 

2408 


Plant facilities or otherwise increase the quantity of gas 
processed so as to increase the production of commercial 
propane and the amount of any such increase shall be sub- 
ject to the terms and provisions hereof. Buyer’s right and 
obligation to take all of the commercial propane produce- 
tion of said Plant shall be subject, however, to Seller’s 
right to withhold for itself all but 50 million gallons per 
year of such production upon the following terms and 
conditions: 


(a) By providing Buyer with written notice sixty (60) 


days in advance thereof, Seller may withhold quantities 
(as specified in said notice) of the propane produced at 
said Plant for sale to Seller’s LPG customers and may 
release, for sale to Buyer hereunder, any part or the whole 
of the quantities so withheld upon written notice to Buyer 
sixty (60) days in advance of any such release; 


(b) By providing Buyer with written notice thirty (30) 
days in advance thereof, Seller may withhold quantities 
(as specified in said notice) of the propane produced at 
said Plant for sale to its parent company or customers 
thereof for stand-by and peak shaving; 


(c) By providing Buyer with written notice one (1) year 
in advance thereof, Seller may withhold quantities (as 
specified in said notice) of the propane produced at said 
Plant for use as feedstock for any chemical manufactur- 
ing facility in which Seller or its parent company or any 
alffiliated company has an interest. ‘‘Affiliated company”’, 
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as used herein, means any company in which Seller or its 
parent company, or subsidiaries of the parent company, 
may own or control a minimum of 10% of the issued and 
outstanding common stock of such company. 


2409 
2. Period of Contract 


This contract shall be in effect from and after the date of 
initial delivery hereunder (estimated but not agreed upon 
as being August 15, 1961), and shall continue for a pri- 
mary term of five (5) years from and after April 1, 1962, 
and from year to year thereafter unless and until termi- 
nated by either party upon written notice given at least 
six (6) months in advance of the date of termination 
specified in the notice, which termination date may be 
either at the end of the primary term or on any subsequent 
anniversary date. Irrespective of any termination as 


aforesaid, the rights and obligations of the parties as 
provided in the last paragraph of Article 6 hereof shall 
continue in the manner and to the extent therein provided. 


3. Specifications and Tests 


The propane to be sold and purchased hereunder shall 
conform to the specifications for commercial propane con- 
tained in the latest revision of the Natural Gasoline 
Association of America Liquefied Petroleum Gas Specifica- 
tions and Test Methods Publication 2140, and all tests 
shall be conducted in accordance with the test methods set 
forth in said publication; in addition, such propane shall 
meet the following specifications, and the tests shall be 
conducted in accordance with the Phillips’ Test Methods 
as noted, copies of which have been furnished to Seller: 


a. Products shall be free of hydrogen sulfide. Phillips 
Test Method No. MP60R (Rev.). 
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b. Unstenched products shall not contain mercaptans 
in excess of two (2) grains per hundred (100) cubic 
feet. 


In the event that the parties hereto are unable to agree on 
the fact of whether or not the propane delivered hereunder 
meets the specifications set forth above, then tests and 
measurements to determine such fact shall be made 


2410 


by Southern Petroleum Laboratories of Houston, Texas, 
E. W. Sarbolt & Company, or an equivalent, recognized 
and qualified inspector as may be agreed upon by the 
parties. The imspector’s decision in respect of the con- 
formance of the propane with said specifications shall be 
conclusive and binding on the parties; the expense of re- 
taining such third party to make the tests aforementioned 
shall be borne by the party found to be in error respecting 


the fact of the conformity of the propane to specifications. 


For the purpose of advising handlers, consumers and 
others of the presence of propane gas, and until Buyer 
directs otherwise by written notice to Seller, and with re- 
spect to any delivery into a tank car or tank truck, Seller 
shall odorize all propane by adding ethyl mercaptan at the 
rate of 114 pounds to each 10,000 gallons of propane so 
delivered. 


4. Delivery 


All propane to be sold and purchased hereunder shall be 
delivered by Seller into tank cars at the Bushton and 
Rosemount terminals (and such other terminals as are 
mutually agreed upon by the parties) and/or into tank 
trucks at all terminals, said tank cars and trucks to be 
arranged for by Buyer at the terminals specified herein. 
Actual delivery of the products hereunder at each of the 
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terminals shall be in accordance with directions from 
Buyer, and title to propane delivered hereunder shall 
pass to Buyer upon completion of loading of propane into 
tank cars or trucks; provided however, that, subject to 
Seller making such quantities available and subject to the 
provisions of Section 6 hereof, Buyer shall be obligated to 
take and receive at least 120 million gallons per year of 
the propane produced at said Plant from terminals other 
than Seller’s Bushton terminal. 


During the months of April through September during 
the term of this contract, Buyer shall be obligated to take 
a sufficient volume of propane 


2411 


so that the propane in storage in Seller’s Bushton under- 
ground storage facility shall not exceed fifty-five million 
gallons at any time during 1962, sixty-five million gallons 


at any time during 1963 and seventy-six million gallons at 
any time after January 1, 1964; with respect to the total 
capacity of the Bushton storage facility at any one time, 
Northern’s use thereof shall not exceed proportionately 
the ratio of the propen which it withholds for itself to 
the total Plant production of propane. Unless such in- 
ability occurs by reason of a force majeure, if Buyer is 
unable to take propane which Seller has available for de- 
livery hereunder at a time when Seller’s Bushton storage 
facility is filled to capacity, then, with respect to such 
quantities as Buyer is unable to take, Buyer shall pay 
Seller the minimum price established in article 6 hereof. 


In the event the Plant production for each contract year, 
as hereinafter defined in article 6 hereof, exceeds 214 mil- 
lion gallons and storage is not proportionately increased 
by Seller, Buyer’s obligation to take under the preceding 
paragraph shall be proportionately decreased. Subject 
to Seller’s right to withhold, if initial deliveries are made 
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hereunder during the months of April through September, 
1961, the maximum to be delivered to Buyer hereunder 
during such months shall be 6,400 barrels per day on a 
monthly average. Except as otherwise hereinafter pro- 
vided, Buyer shall purchase and Seller shall sell, during 
the months of October through March of each year, all of 
the propane stored by Seller during the months of April 
through September, plus all propane produced by Seller 
during the months of October through March, less any 
propane withheld by Seller hereunder during each year 
ending March 31. 


Subject to the terms above indicated, it is contemplated 
that Buyer will accept deliveries of propane hereunder 
at as near an even daily 
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rate as possible during the summer months and during 
the winter months; provided, it is recognized that Buyer, 
due to weather conditions and unforeseen contingencies, 
may not be able to adhere strictly to such a schedule. 


5. Measurement 


The quantity of propane, delivered into each tank truck 
or tank car shall be determined at the loading rack by 
means of a meter or slip tube. Meters shall be installed, 
proved and maintained by Seller, in accordance with API 
Code CAPI Standard 1101 or subsequent modification. 
Buyer shall have the option to witness meter proving. 
Buyer shall be invoiced for the actual number of U.S. 
gallons of liquid delivered into each tank truck or tank 
car, corrected for temperature to a 60° F. basis in accord- 
ance with the volume correction factor in the latest revi- 
sion of N.G.A.A. Publication 2142, N.G.A.A. Standard 
Factors for Volume Correction and Specific Gravity Con- 
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version of Liquefied Petroleum Gases, provided, however, 
that in the event any customer or customers of Buyer 
request delivery on the basis of gross gallons and Buyer 
delivers propane accordingly, for such volumes, Buyer shall 
be invoiced for the actual number of U.S. gallons of liquid 
delivered into each tank truck or tank car without tem- 
perature correction. 


Each delivery ticket and bill of lading for propane de- 
livered into trucks and tank cars shall be signed by a 
representative of each party, unless Buyer shall choose not 
to have a representative present, and shall show: the 
produce delivered; gross volume; temperature and net 
gallons at 60° F., and the amount of ethy] mercaptan added 
to the shipment. A copy of cach truck ticket and bill of 
lading shall be forwarded promptly to Buyer. 


6. Price 


The price per gallon to be paid Seller by Buyer for 
propane delivered hereunder (whether deliverd into tank 
cars or trucks) shall be 
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determined by taking ninety per cent (90%) of an amount 
ascertained by deducting from Buyer’s net resale price 
(excluding cash discounts allowed or any tax levied on 
Buyer’s sale or handling of such propane) f.o.b. the termi- 
nal from which delivery was taken the applicable terminal 
charge set forth below, and adding to such amount the 
applicable terminal charge, provided, however, that in no 
event and at no time shall said price, less the applicable 
terminal charge, be less than 3.25¢ per gallon nor more 
than 4.75¢ per gallon on an annual average for all propane 
delivered hereunder. If Buyer and Seller hereafter agree 
to buy and sell butanes and heavier hydrocarbons, then 
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said guaranteed minimum price shall be increased to 3.5¢ 
per gallon as of the date of such agreement. 


Terminal charge per gal. 


Bushton .00¢ 
Plattsmouth 1.06¢ 
Des Moines 1.44¢ 
Mason City 1.77¢ 
Rosemount 1.94¢ 
Iowa City 1.89¢ 
Prophetstown 1.92¢ 


To the extent that Seller makes such quantities available 
hereunder, Buyer hereby guarantees that it will purchase 
120 million gallons of propane during each contract year 
(April 1 through March 31) from Seller’s terminals other 
than Bushton terminal. If Buyer fails to purchase such 
quantity through said terminals in any one contract year, 
then for each gallon not purchased, herein called ‘‘pipeline 
underage’’, Buyer shall, within thirty (30) days after the 
end of such contract year, pay Seller 1.7¢ plus a billing 
price of 4¢ for a total price of 5.7¢ per gallon; provided, 
however, that commencing the following October 1, all 
propane sold hereunder through Seller’s terminals other 
than the Bushton terminal shall be credited to Buyer at 
5.7¢ per gallon until 
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a volume equal to said pipeline underage has been sold, and 
an accounting will be made with respect to such gallonage 
at the contract price established in the first paragraph of 
this article 6. Such gallonage shall not count toward the 
fulfillment of Buyer’s annual take commitments for the 
year in which such pipeline underage is taken. 


With respect to the quantities of propane, hereinafter 
referred to as ‘‘stored propane’’, which are made available 
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i by Seller to Buyer and left in underground storage at 

' Bushton at the end of any contract year, exclusive, how- 
ever, of the then existent quantity of pipeline underage, 
Buyer shall, within thirty (30) days of the end of such 
contract year, pay Seller a billing price of 4¢ per gallon 
plus 4¢ per gallon for storage. Commencing October 1 
following any contract year end on which there is stored 
propane, the same may be withdrawn through Seller’s 
Bushton terminal and, after any pipeline underage has been 
sold through the other terminals, may be withdrawn 
through said other terminals. Buyer shall be credited 
with 4¢ per gallon of the stored propane so withdrawn, 
and an accounting shall be made therefor at the contract 
price established in the first paragraph of this article 6. 
Stored propane so withdrawn shall not count toward the 
fulfillment of Buyer’s annual take commitments for the 
year in which such stored propane is withdrawn. 


With respect to any pipeline underage or stored propane 
remaining on the date of the termination hereof, Buyer 
shall have until December 31 next following the date of 
termination to remove the same pursuant to the applicable 
provisions of this article 6. Buyer’s rights with respect to 
any pipeline underage or stored propane not taken from 
Seller by said December 31 date shall terminate as of such 
date. 
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7, Invoicing and Payment 


Except as otherwise specifically provided herein, Seller 
shall bill Buyer currently for all propane delivered at a 
price of four (4) cents per gallon, and Buyer shall make 
payment to Seller based on the provisional billings within 
ten days from the date of invoice. At the completion of 
each month, Buyer shall prepare a summary showing the 
gallons and price of propane sold and purchased hereunder 
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and the point of sale. Said summary shall be presented to 
Seller by Buyer on or before the 20th day of the succeeding 
month. From this summary the exact amount due Seller 
for such deliveries shall be calculated, and Seller shall then 
present Buyer with adjusted invoices or credit billing to 
bring the purchase price paid for deliveries during the 
month in line with price provisions set forth in article 6 
above. It is understood that the above provisional billing 
price may be changed from time to time by mutual agree- 
ment. At the completion of each month, Buyer shall cal- 
enlate a one per cent (1%) discount on the basis of the 
average low Group III propane price in tank cars as 
published in the issue of Platt’s Oilgram (Houston 
Edition) bearing as its publication date the earliest date 
after the date of the particular delivery, and Buyer shall 
be credited for such discount as to such delivery. 


Seller, if it so desires, may audit Buyer’s records rela- 


tive to Buyer’s sale of such propane at annual intervals 
during the term of this contract, provided examination 
shall be made during normal working hours. Buyer shall 
retain all records pertainent to the prices paid Buyer for 
the propane sold it hereunder for a period of at least one 
year. 


Seller specifically agrees that all propane sold and de- 
livered hereunder shal] have been produced in accordance 
with the Fair Labor Standards Act of 1938, as now or 
hereafter amended, including Sections 6, 7 and 12 thereof. 
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Seller shall place the following statement on all invoices 
submitted to Buyer hereunder and Buyer shall not be 
obligated to honor such invoices in the absence of such 
statement: 
‘Seller represents that the products covered by this 
invoice were manufactured in full compliance with 
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Sections 6, 7 and 12 of the Fair Labor Standards Act 
of 1938, as amended.’’ 


8, Production Reports and Estimates 


Seller’s best estimate of the amount of propane which, 
after deducting the amounts Seller anticipates withholding 
hereunder, will be available to Buyer during the first con- 
tract year hereof is 170 million gallons. 


Seller shall furnish Buyer the following notices: 


Daily: Seller shall telegraph Buyer on a collect basis, 
unless directed otherwise by Buyer, at the close of 
each day, stating (1) the total production of propane 
for the twenty-four hour period ending 7:00 A.M. on 
the date the report is sent, (2) the total number of 
gallons of propane delivered by Seller to Buyer during 
such twenty-four hour period, and (3) the amount of 
propane Seller has in storage; provided, however, 
that Seller shall not be required to wire Buyer on 
Saturdays, Sundays and holidays and that, on days 
following Sundays and holidays, the report shall state 
(1) the total production for the period beginning at 
7:00 A.M. on the date the last report was made and 
ending at 7:00 A.M. on the date the report is sent, 
(2) the number of gallons of propane delivered during 
the last mentioned period, and (3) the amount of 
propane in storage. 
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Monthly: On or before the 15th day of each month, 
Seller shall furnish Buyer in writing Seller’s best 
estimate of the quantity of propane which will be 
available to Buyer each month during the 12-month 
period beginning with the first day of the next suc- 
ceeding calendar month. 
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On or before the 15th day of each month, Buyer shall 
furnish Seller in writing Buyer’s best estimate of the 
quantity of propane which Buyer will take from each of 
Seller’s terminals each month during the 12-month period 
beginning with the first day of the next succeeding 
calendar month. 


9. Force Majeure 


No failure or omission by any parties hereto in the 
performance of any obligation under this contract (except 
payment by Buyer for the propane delivered to Buyer 
hereunder) shall be considered a breach of this contract, 
nor create any liability for damages if the same shall arise 
from any cause or causes beyond the control of such party, 
including, but not restricted to the following, which, for 
the purpose of this contract, shall be regarded as beyond 
the control of such parties: Acts of God, acts, omissions 
to act or delays in action of Federal, state or local govern- 
ment or any agency thereof, compliance with recommenda- 
tions, rules, regulations or orders of any governmental 
authority or any office, department, agency or instru- 
mentality thereof, fire, storm, flood, earthquake, explosion, 
accident (including death), acts of the public enemy, war, 
revolution, riots, rebellions, invasion, strikes, lock-outs, 
disputes or differences with workmen, labor shortages, 
transportation embargoes or failures or delays in trans- 
portation. 


Nothing herein contained shall be construed as requiring 
either party to accede to the demands of labor or labor 
unions which it considers unreasonable. 
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10. Waivers 


The right of either party to require strict preformance 
by the other party of any and/or all obligations imposed 
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upon the other by this contract shall not in any way be 
affected by previous waivers, forbearance or course of 
dealing. 


11. Taxes 


Any tax, license fee, inspection fee or other charge im- 
posed by any governmental authority measured by Seller’s 
gross receipts from the propane sold hereunder or levied 
on the processing thereof shall be paid by Seller, provided 
such tax, license fee or other charge is imposed upon 
Seller prior to, or at the time of delivery of the propane 
to Buyer. Any tax, fee or charge now or hereafter imposed 
upon Buyer’s purchase, use, resale, transportation or 
handling of the propane sold hereby shall be paid by 
Buyer; however, if at any time or from time to time here- 
after, any new or additional tax, for which Seller is 
liable hereunder, is imposed upon the propane delivered 
hereunder in such an amount as to render the handling, 
processing or sale thereof unprofitable to Seller in Seller’s 
judgment, then Seller shall have the right, on thirty (30) 
days’ advance written notice, to terminate this agreement 
unless Buyer agrees to share in such additional tax in a 
proportion satisfactory to Seller. 


12. Warranty 


Seller hereby warrants and guarantees title to all pro- 
pane delivered to Buyer hereunder against the lawful 
claims of all persons and corporations whatsoever. 


13. Laws and Regulations 


This contract is made subject to, and both parties shall 
comply with, all valid Federal and state laws and all 
valid rules, regulations and 
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orders of Federal or state governmental authorities relat- 
ing to the propane to be sold hereunder. 


14. Assignability 

The terms, covenants, conditions and provisions of this 
contract shall extend to and be binding upon the parties 
hereto and their respective successors and assigns and 
shall be deemed to be covenants running with Seller’s 
facilities used to produce, manufacture, process and trans- 
port the propane subject thereto, and any assignment 
thereof shall contain the specific provision that the rights 
assigned are subject to the provisions hereof. 


15. Conditions Precedent to Seller’s Obligation 
to Perform 


Anything herein stated to the contrary notwithstand- 


ing, Seller shall not be or become obligated in respect of 
the performance of this agreement or any part thereof un- 
less and until: (1) Seller has obtained a gas supply from 
which the propane to be sold hereunder can be extracted or 
processed, and (2) Seller has executed an agreement with 
Great Lakes Pipeline Company concerning the transporta- 
tion of some of the propane to be sold hereunder. 


16. Notices 


All notices shall be sent by certified mail or telegraph 
to Seller or Buyer as the case may be at the following 
address: 
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Seller: Ross K. Albon 
Northern Gas Products Company 
Omaha 1, Nebraska 
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Buyer: R. B. Holmes 
Phillips Petroleum Company 
664 Adams Building 
Bartlesville, Oklahoma 


Ix Wirness Wueneor, the parties have duly executed 
this contract as of the day and year first above written. 


NorrHern Gas Propucts Compaxy 
baer st 
P. A. Gass, President 


SELLER 
ATTEST: 


Corporate Secretary 


Pamurs Perroteum CompaNy 
By 


Harry G. Fam, Vice President 
Buyer 


ATTEST: 


Assistant Secretary 
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Exhibit No. 51 


Contract FOR THE SALE AND PurRCcHASE 
or a Hexrom-Gas Mixture 


between 
Tue Unrrep States or AMERICA 
and 
Hetex Company 


Tis Coxrracr, made and entered into this 15th day of 
August, 1961, is by and between Herex Company (herein- 
after called Seller), a corporation organized and existing 
under the laws of the State of Delaware, with its principal 
offices at Omaha, Nebraska, and the Unrrep States or 
Ayrrica (hereinafter called United States) acting through 
the Director, Bureau of Mines, Department of the Interior, 
Washington, D. C. 
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ARTICLE VII. PRICE 


7.1 Payment for the helium-gas mixture sold and pur- 
chased hereunder shall be calculated and made on the basis 
of the contained helium therein. The unit price specified 
herein represents only the value of the contained helium 
and is applicable only to such contained helium. For the 
purposes of this contract, no value has been ascribed 
to gaseous products other than helium in the helium-gas 
mixture sold and purchased hereunder. Notwithstanding 
the foregoing, it is expressly understood and agreed by 
both parties hereto that payment in accordance with this 
article shall constitute full and complete payment for 
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i helium, nitrogen, methane, and any and all other consti- 
tuents of the helium-gas mixture. 


7.2 The initial unit price shall be eleven dollars and 
twenty-four cents ($11.24) per Mef of contained helium in 
the helium-gas mixture tendered for delivery, subject to 
adjustments as provided hereinafter. Seller warrants and 
the United States agrees that this initial unit price does 
not include any allowance for any prospective changes 
in any conditions that would effect an adjustment in the 
initial unit price. 


* * * 


7.4 In addition to all other amounts payable hereunder, 
the United States shall pay to Seller all amounts, except 
as hereinafter provided, that Seller shall pay, directly or 
through an affiliated company, to parties other than itself 


or an affiliated company in satisfaction or settlement of 
any claim or claims by such parties to helium in the Hu- 
goton area gas, as defined herein, or to any interest in 
such helium, whether or not the amounts of such payments 
are related to the helium extracted in Seller’s plant. Any 
such payment to qualify for inclusion hereunder shall be 
made only with the consent of the United States; and for 
the purposes of this paragraph 7.4 the United States shall 
be deemed to have consented to any and all such payments 
in satisfaction or settlement of any such claims that have 
been judicially determined in favor of the claimants by 
the highest appellate court of any state or by any Federal 
court. Further, the United States shall be deemed to 
have consented to any and all such payemnts in satisfac- 
tion or settlement of any such claims similar to any such 
judicially determined claim, if payments in satisfaction 
or settlement of such claims are made generally in accord- 
ance with the findings, principles, and conclusions of such 
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judicial determination. As to each such claim, the amount 
that the United States shall be required 
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to pay to Seller in accordance with this paragraph shall 
not include an amount to be calculated applicable to each 
such claim equal to twenty-eight (28) per cent of the 
weighted average of part 2 of the unit price or unit prices 
in effect during the time covered by such claim multiplied 
by the volume in Mef of helium in the Hugoton area gas, 
as defined herein, covered by such claim. 


s s se es e s s 
2674 
Application for Certificate of Public Convenience and Necessity 


Comes now Northern Natural Gas Company (herein- 
after sometimes referred to as ‘‘Pipeline Company”? or 


‘*Applicant’’) a Delaware corporation, and hereby makes 
application to the Federal Power Commission for a Cer- 
tificate of Public Convenience and Necessity pursuant to 
Section 7 of the Natural Gas Act, as amended, authorizing 
Applicant to construct and operate facilities for the trans- 
portation of natural gas in interstate commerce. In support 
of this application and pursuant to the presently effective 
regulations under the Natural Gas Act and Rules of 
Practice and Procedure of the Commission, Applicant 
respectfully states and shows the following: 


IL 


The exact legal name of Applicant is Northern Natural 
Gas Company. Applicant is a corporation organized and 
existing under the laws of the State of Delaware with its 
principal office at 2223 Dodge Street, Omaha, Nebraska. 
Applicant is authorized to do, and is doing business in the 
States of Texas, Oklahoma, Kansas, Nebraska, Iowa, 
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Tinois, Minnesota, Wisconsin, and South Dakota. Ap- 
plicant is also authorized to do business in the States of 
North Dakota, Montana, Wyoming, New Mexico, and in 
the Province of Alberta, Canada. 
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Correspondence or communications concerning this ap- 
plication are to be addressed to: 


Mr. W. A. Strauss, Executive Vice President 
Northern Natural Gas Company 

2223 Dodge Street 

Omaha 1, Nebraska 


It is respectfully requested that copies of such cor- 
respondence or communications be sent to: 


Lawrence I. Shaw, General Counsel 
Northern Natural Gas Company 
2223 Dodge Street 

Omaha 1, Nebraska 


and 


Justin R. Wolf, Esquire 
1625 ‘‘K’’ Street, N. W. 
Washington 6, D. C. 


I. 


Applicant seeks authority to construct and operate cer- 
tain mainline facilities at its Bushton Compressor Station 
and at various points south of such station to enable it to 
deliver natural gas to Northern Gas Products Company 
(Products Company) a wholly owned subsidiary, for use as 
fuel and shrinkage in the latter’s hydrocarbon products 
extraction plant which is to be located near Applicant’s 
Bushton Compressor Station. 
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Attached hereto at Tab I is a copy of a contract dated 
October 28, 1960, between Applicant and Products Com- 
pany. This contract provides that Products Company will 
construct and operate a hydrocarbon extraction plant 
near Applicant’s presently existing Bushton Compressor 
Station. Applicant has agreed to deliver to Products Com- 
pany’s plant from its main transmission stream, volumes 
of natural gas up to the capacity of Products Company’s 
plant and as such volumes are available to Applicant. 
From the volumes of natural 
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gas so delivered from Applicant’s main transmission line 
to the Products Company, Products Company has the right 
to extract hydrocarbons and also has the right to utilize 
from the diverted streams, such volumes of natural gas as 
Products Company may require for fuel and other inci- 
dental uses. After utilization and processing by Products 


Company, the natural gas will be redelivered to Applicant. 


The extraction of hydrocarbons and the use thereof for 
fuel and other incidental uses in the plant will necessarily 
result in Products Company redelivering to Applicant a 
lesser volume of gas than originally delivered. It is 
estimated that this reduction will average approximately 
36 MMcf per day, based on deliveries to Products Com- 
pany of approximately 900,000 Mcf of gas per day. 


Products Company agress that its operation of the 
extraction plant will not cause in any billing month the 
arithmetic average of the hourly gross heating value of the 
natural gas in any of Seller’s main transmission lines 
downstream of Seller’s Bushton Compressor Station to 
be less than 975 B.T.U. per cubic foot; and, that at no time 
during any billing month will the gross heating value in 
any of the main transmission lines vary more than two 
(2) B.T.U. per cubic foot below 975 B.T.U. per cubic foot. 
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The contract provides that Products Company will pay 
Applicant 46 cents per Mef for the net volumes of gas used 
or consumed by Products Company in the extraction opera- 
tions. In addition, the contract provides for a 60% 
minimum monthly bill based on the estimated average 
daily volumes of gas. As shown in Exhibit N attached 
hereto, the revenues generated will exceed the cost of 
service attributable to this sale by $3,269,000. 


Products Company proposes to extract propane, butane, 
iso-butane, 
2677 


ethane and some natural gasoline. Sales of these products 
will be made to retail and wholesale distributors of liquified 
petroleum gases, to chemical processors for the mannu- 
facture of polyethelene, ethyl chloride and other chemicals, 
to gas utilities for peak shaving, to industrial plants for 
the manufacture of synthetic rubber and various plastics 


which are becoming increasingly important in the rocket 
and missile fields, as well as in the industrial and consumer 
markets. 


Clearly the service proposed herein is required by public 
convenience and necessity. 


Til. 


Applicant is a ‘‘natural gas company”? within the mean- 
ing of the Natural Gas Act, as amended, and, pursuant to 
certificates of public convenience and necessity issued by 
this Commission, is engaged in the purchase of natural 
gas and the transportation and sale thereof for resale in 
interstate commerce. Applicant currently obtains its sup- 
ply of natural gas from the Panhandle Field in the State 
of Texas, the Hugoton Field in the States of Texas, Okla- 
homa and Kansas and from numerous other gas producing 
areas in the States of Kansas, Oklahoma and Texas. In 
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addition, Applicant purchases gas from its affiliate, Permian 
Basin Pipeline Company. 


From these several sources of supply, Applicant trans- 
ports natural gas by pipeline from a point near Dumas, 
Texas, in a generally northeasterly direction through or 
into Texas, Oklahoma, Kansas, Nebraska, Iowa, Ilinois, 
Wisconsin, South Dakota and Minnesota. Applicant also 
distributes and sells natural gas through its Peoples Natural 
Gas division in approximately 128 communities located in 
Kansas, Iowa, Minnesota and to certain mainline cus- 
tomers. In addition, Applicant distributes and sells 
natural gas in 

2678 
Council Bluffs, Iowa, and environs through its Council 
Bluffs Gas division. Applicant is also engaged in the re- 
covery and sale of natural gasoline and other liquid hydro- 


carbons. 
IV. 


Applicant seeks authorization herein to construct and 
operate the following facilities: 


Pipe Line Facilities 


5.9 miles of 30” loop North of Beaver 
Compressor Station $ 743,700 
Upgrading 26” line between Maullinville 
and Bushton Compressor Stations 
from 500 to 640 pounds operating 
pressures 184,900 
Compressor Addition 


4800 H.P. at Bushton Compressor 
Station $1,320,400 


$2,249,000 
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In addition, Pipeline Company proposes to construct and 
operate the following: 


Interconnecting 30” pipeline between 
Pipeline Company and Products Com- 
pany at Bushton 
Measurement and Calorimeter Facilities 
at Bushton 
Modifications at Mullinville and Bush- 
ton Compressor Stations 484,400 


$ 893,7' 
Interest and Overheads 125,700 


Total Cost $3,268,400 


The design of the facilities in the instant application 
assumes that all of the facilities certificated and pending 
certification before the Commission have been installed. 
Set forth under Tab K are detailed estimates of the cost 
of the facilities described above. 

Location of the proposed facilities is shown on the 
location map attached hereto as Exhibit F. Applicant 
plans to begin construction of facilities upon the issuance 
of an appropriate certificate. It is estimated 
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that these facilities will be completed within 120 days. 
Applicant anticipates that deliveries to Products Company 
will begin in the fall of 1961. 


Applicant proposes to finance the cost of the construc- 
tion of these facilities from cash generated from opera- 
tions and from funds on hand. 

As set forth in Hearing Exhibit Nos. 2 and 5 in Docket 
No. G-20570, et al., the gas reserves owned or controlled by 
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Applicant exceed 12.8 trillion cubic feet of gas as of 
January 1, 1960. Based on the estimated withdrawals for 
the additional markets proposed in applications before 
this Commission plus the project proposed herein, these 
reserves represent a reserve life index of 22.7 years and 
are adequate to enable Applicant to meet the average day 
requirements of its system for more than 12 years, as 
shown on the deliverability study attached at Tab H. 


Vv. 


No other application to supplement or effectuate Ap- 
plicant’s proposals must be or is to be filed by Applicant 
with any Federal, State or other regulatory body. 


VI. 


Following is a list of all exhibits required by Section 
157.14 and Section 157.16 of the Commission’s Regulations 
under the Natural Gas Act, as revised, together with a 


statement for each exhibit indicating whether it is attached, 
filed with this Commission in other proceedings or omitted. 
Where an exhibit is omitted, the facts relied upon to 
Justify such omission are set forth. All documents and 
data either attached or specifically referred to in other 
dockets are hereby incorporated into and made a part of 
this application. 


(1) Exhibit A—Articles of Incorporation and Bylaws— 
Applicant’s 
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Articles of Incorporation are included in Exhibit A of the 
application at Docket No. G-2063 with amendments thereto 
being set forth under Tab A of the applications at Docket 
Nos. G-2334, G-12241, G-14697, G-14779, G-14982, and 
G-20570. These Articles and amendments comprise the 
complete Articles of Incorporation now in effect, A con- 
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formed copy of Applicant’s Bylaws is included in Exhibit 
A of the application at Docket No. G-14697. 


(2) Exhibit B—State Authorizations—Set forth at Tab 
B of the application at Docket No. CP61-101 is a state- 
ment listing the states in which Applicant is authorized to 
do business, the scope of the business authorized, and the 
expiration date or renewal obligation pertaining to each 
such authorization. 


(3) Exhibit C—Company Officials—The names and 
business addresses of Applicant’s officers and directors are 
set forth herein at Tab C. 


(4) Exhibit D—Subdsidiaries and Affliations—Attached 
at Tab D of the application at Docket No. CP61-101 is a 
statement setting forth the companies engaged in produc- 
tion, transportation, distribution or sale of natural gas in 
which Applicant owns, controls, or holds with power to 
vote 10 percent or more of the outstanding voting se- 
curities. 


(6) Exhibit F—Location of Facilities—Attached hereto 
at Tab F is a map showing Applicant’s main transmission 
system indicating the location of facilities proposed herein. 


(7) Exhibit G—Flow Diagrams Showing Daily Design 
Capacity and Reflecting Operation with Proposed Facilities 
Added—Attached at Tab G is a flow diagram of Applicant’s 
system for Bushton south, showing daily design capacity 
with proposed facilities added. See Hearing Exhibit 12 at 
Docket No. G-20570, et al., for a flow diagram showing 
daily design capacity north of the Bushton Compressor 
Station. 


(8) Exhibit G-I—Flow Diagrams Reflecting Marimum 
Capabilities—The flow diagrams referred to above for 
Exhibit G reflect maximum capabilities under the condi- 
tions shown. 
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(9) Exhibit G-II—Flow Diagram Data—Attached at 
Tab G-II of the application at Docket No. G-20570 is a 
statement of engineering design data explaining and sup- 
porting Exhibit G. 

(10 Exhibit H—Total Gas Supply Data—Included in 
Hearing Exhibits 2, 5 and 6 at Docket No. G-20570, et al., 
are reserve and availability studies for Northern. These 
exhibits are hereby included by reference except for cer- 
tain availability sheets which have been revised to reflect 
the increased requirements proposed herein. These re- 
vised sheets are attached hereto at Tab H. Northern’s 
gas purchase contracts supporting Northern’s reserves 
are included in Exhibit H of the applications at Docket 
Nos. G-12241, G-13563, G-17485, G-20570 and as Hearing 
Exhibit 18 at Docket Nos. G-14697 and G-14779. Permian 
Basin Pipeline Company’s gas purchase contracts are in- 
cluded in Exhibit H of the applications at Docket Nos. 


G-12242, G-12914, G-14981, G-17487, G-20570 and Hearing 
Exhibit 16 at Docket Nos. G-14697 and G-14779. 
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(11) Exhibit I—Market Data—Attached at Tab I is an 
estimate of the sales resulting from this proposal, together 
with the gas sales contract between Applicant and Northern 
Gas Products Company. 


(12) Exhibit J—Conversion to Natural Gas—The infor- 
mation required by this exhibit is omitted because conver- 
gion to natural gas is not proposed herein. 

(13) Exhibit K—Cost of Facilities—Attached hereto at 
Tab K is a detailed cost estimate of the facilities proposed. 

(14) Exhibit L—Financing—Applicant will finance the 
cost of the proposed facilities out of cash on hand generated 
from operations. A detailed description of Applicant’s 
outstanding securities and the latest available balance sheet 
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and income statement are attached hereto at Tab L. Be- 
cause no outside financing will be required to finance the 
cost of these proposed facilities, Applicant does not deem 
it appropriate to include a cash flow or comparative pro 
forma balance sheet and income statement. 


(15) Exhibit M—Construction, Operation and Manage- 
ment—The facilities proposed herein will be constructed by 
a contractor not affiliated with Applicant. The operation 
and management of these facilities will be carried out by 
the employees of Applicant in their ordinary course of 
business. 


(16) Exhibit N—Revenues, Expenses and Income—At- 
tached hereto at Tab N is a tabulation setting out the incre- 
mental revenues and cost of service in accordance with Ap- 
plicant’s proposal. 


(17) Exhibit O—Depreciation and Depletion—A state- 


ment setting forth Applicant’s policy on depreciation is 
included in Exhibit O of the application at Docket No. 
G-20570. 


(18) Exhibit P—Tariff—Attached hereto at Tab P are 
pro forma copies of sheets 36, 37, 38, 39 and new sheet 39a 
to Northern’s FPC Gas Tariff, First Revised Volume No. 1. 
At the appropriate time, Applicant will make a tariff filing. 


Wuererorr, Applicant respectfully requests that this 
Commission issue a Certificate of Public Convenience and 
Necessity authorizing the construction and operation of the 
facilities proposed herein to enable Applicant to transport 
and deliver natural gas to Prodacts Company. 


Applicant further requests that the intermediate deci- 
sion procedure be omitted and that this application be dis- 
posed of promptly pursuant to the provisions of Section 
1.32(b) of the Commission’s Rules of Practice and Pro- 
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cedure (1S CFR 1.32(b)) providing for shortened proced- 
ure. If this is done, Applicant waives oral hearing and op- 
portunity for filing exceptions to the decision of the Com- 
mission. 


Respectfully submitted, 


Norroern Narvran Gas Company 


By /s/ W. A. Srravss 
W. A. Strauss 
Executive Vice President 
Dated: October 28, 1960 


Lawrence I. Saaw 

F. Vrxsox Roaca 

Daxtex B. O’BrtEes, Jr. 
2223 Dodge Street 
Omaha 1, Nebraska 


Justis R. Woir 

Cares A. Case, JR. 

Louise C. Powe 

Evcexe E. THReapci 
1625 ‘‘K’’ Street, N. W. 
Washington 6, D. C. 


Attorneys for 
Northern Natural Gas Company 
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(16) EXHIBIT N 


Revenues, Expenses and Income 


NorTHern Narurat Gas Company 


Revenues—Expenses—Income 


INDEX 
Schedule No. Title 
Rate Base and Cost of Service 


Incremental Depreciation, Return and Taxes 
Applicable to This Docket 


Incremental Gas Purchases Applicable to 
This Docket 


Incremental Operating and Maintenance Ex- 
penses Applicable to This Docket 
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NORTHERN NATURAL GAS COMPANY 
Rate Base and Cost of Service 
This Docket 
Doeket G-19,040 Sch. 
Exhibit] Ref. Amount 


(a) (d) (4) 
Bate Base 


Average Gas Plant in Service $ 448 048 100 $2918 819 $ 450 966 919 
Less: Average Reserves 
for Depreciatoin 120 963 600 ( 137 860) 120 825 


Net Utility Plant 327 084 500 3 056 679 330 141 
Contributions in Aid 

of Construction ( 1 449 075) ( 1 449 

Working Capital (Preliminary) 13 492 100 13 492 


Total Preliminary Rate Base 339 127 525 3 056 679 342 184 
Dedzet: 33.333% of Federal 
Income Tax Acervals 6 067 400 


Total Adjusted Rate Base $ 333 060 125 $ 3 056 679 = 336 116 804 


Cost of Service 


Gas Purebased $ 82 6% 
Operating and Maintenance 

Expenses 25 840 
Depreciation 15 453 
Taxes—Other than Income 7 781 
Taxes—Federa) Income 18 202 
Taxes—State Income 557 


Total Revenue Deductions 150 518 541 
Return at 6.75% of 
Adjusted Rate Base 22 481 500 


Total Cost of Service 173 000 041 175 819 
Deduet: Other Gas Eevenues 1 717 180 1717 


Net Cost of Gas Sales $ 171 282 861 174 102 


Deduet Revenues from Sale of 
Gas to Northern Gas Products 
Company 123,225,000 Mef at 
14.73% ‘at 46¢ 


wrth e wo 


Excess of Revenues over Incremental 
Cost of Service of 
Additional Facilities $ 3 268 930 


Adjusted System Net Cost 
of Gas Sales $ 168 013 
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NORTHERN NATURAL GAS COMPANY 


Incremental Depreciation, Return and Taxes 
Applicable to This Docket 


Particulars Amount 


(a) (b) 
Depreciation and Return 
9 Additional Plant Investment Additions 
3 Compressor Stations, Transmission 
‘Transmission Lines 
Main Line Sales Measuring and 
' Regulating Stations 


Total Plant $ 349 581 


—s 


Average Depreciation Reserves 

‘Annual Depreciation Provision on Additional 
Plant at 3.5% 

Net Retirement 
Gross Plant Retirement $(349 581) 
Salvage 184 S21 
Removal Cost ( 24 200) 


Balance—End of Year 


Average Balance ($188,960 less 50% 
of Provision—$51,100) 


Net Plant Investment 


Return at 6.75% of Net Plant Investment 


Income Taxes 
Return at 6.75% of Net Investment 
Less: Interest on Long-Term Debt 
4.75% of 60% of Net Plant Investment 


Taxable Net Income 


Federal Income Tax at 52% (108.333%) 


State Income Tax at 3.21% (3.316%) 
Taxes—Other than Income 
Ad Valorem Taxes Investment 
Kansas go 525 419 
Oklahoma 393 400 


Total Taxce—Other than Income $2 918 S19 
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Schedule 3 
NorTHern Natura Gas Company 
Incremental Gas Purchases Applicable to This Docket 
Line Particulars Amount 
No. (a) (b) 


1 Volume Reduction Through Gas Products 
Plant-Mef at 14.73 13,235,000 
2 Gas Used for Gathering and Main Line 
Compression and Purification at 3.8% 502,900 
Gathering and Transmission Line Loss 
at 44% 66,200 


Total Gas Purchased-Mef at 14.73+ 13,804,100 


Cost of Gas Purchased at 16.75¢ per Mcf" $ 2,312,200 


2Gas purchased has been priced at the average cost of gas purchased 
estimated for the Year 1960 shown on Schedule H-3 of Exhibit 1 submitted 
in the hearing on Docket G-19,040. 
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Petition of Iowa Power and Light Company to Intervene 


Comes now, Iowa Power and Light Company, (herein- 
after referred to as ‘‘Petitioner” or ‘‘Iowa Power’’), and 
hereby petitions the Commission for leave to intervene in 
the above entitled proceedings and in support of its petition 
states: 


L 


That Petitioner’s correct legal name is ‘‘Iowa Power 
and Light Company’’. Petitioner is duly incorporated 
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under the laws of the State of Iowa and is duly authorized 
to do business in the State of Iowa, with its principal place 
of business in Des Moines, Polk County, Iowa. Petitioner 
' ig engaged in the business of distributing natural gas for 
domestic, commercial and industrial use in the City of Des 
' Moines, Iowa, and environs, and in other communities in 
Central and Southwestern Iowa. 


IL. 


That communications to be addressed to Petitioner in 
this matter should be addressed to the following: 


J. W. Hummer, Vice President 
Iowa Power and Light Company 
823 Walnut Street 

Des Moines 3, Iowa 


Mark W. Putney, Attorney 
Iowa Power and Light Company 
823 Walnut Street 

Des Moines 3, Iowa 


2815 
Il. 


That Petitioner is required to make all reasonable efforts 
at all times to provide and furnish an adequate, safe and 
continuous supply of natural gas to the communities and 
their inhabitants which it serves, and that Petitioner owes 
its customers the duty of supplying them at the lowest 
reasonable cost. 


Iv. 


That Petitioner purchases natural gas from Northern 
Natural Gas Company, (hereinafter referred to as ‘* North- 
ern’’), on a cubic foot basis and has contracted with North- 
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ern for a contract demand of 119,741 Mef per day of na- 
tural gas during the heating season of 1960-1961. Iowa 
Power distributes this natural gas to its retail customers 
in 23 communities served by it through its local distribu- 
tion system, including Des Moines where retail rates are 
established on a therm basis. Iowa Power furnishes na- 
tural gas service to 79,395 firm customers with annual con- 
sumption of approximately 15,560,133 Mcf; to 320 inter- 
ruptible customers with annual consumption of approxi- 
mately 10,022,867 Mcf; and to its own Des Moines electric 
generating stations on an interruptible basis with an an- 
nual consumption of approximately 7,112,955 Mcf. In 
addition approximately 6,500,000 Mcf of natural gas is 
purchased annually by Iowa Power from Northern’s Coun- 
cil Bluffs Gas Division for use as boiler fuel in Iowa 
Power’s Council Bluffs electric generating station. 


During the period of January, 1956 through December, 


1960, the Btu content of natural gas delivered by Northern 
to Iowa Power at the Des Moines Town Border Stations 
averaged 1,016 per cubic foot as measured by Iowa Power’s 
calorimeters. This was slightly above the 1,000 Btu level 
which Northern’s tariff states that deliveries would ap- 
proximate. 


2816 
Vv. 


That on or about November 1, 1960, Northern filed an 
application with the Federal Power Commission for a 
certificate of public convenience and necessity authorizing 
Northern to construct and operate certain facilities to 
enable the sale and delivery of natural gas to Northern 
Gas Products Company (hereinafter referred to as ‘‘Prod- 
ucts Company’’), a wholly owned subsidiary, for use as 
fuel and shrinkage in Products Company’s proposed hydro- 
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carbon products extraction plant to be located near North- 
ern’s Bushton Compressor Station. The total cost of the 
facilities to be constructed by Northern under this ap- 
plication is estimated to be $3,268,400. 


Northern proposes to sell an estimated daily volume 
of 36,000 Mcf to Products Company at the rate of 46¢ 
per Mef, which will allegedly create revenues exceeding 
cost of service by $3,269,000. This average daily volume 
is based on Northern’s deliveries to Products Company 
of approximately 900,000 Mcf per day which is subject to 
reduction by extraction of hydrocarbons and the use of 
natural gas for fuel and other incidental uses in the plant 
prior to redelivery to Northern. 


That Products Company proposes to extract propane, 
butane, iso-butane, ethane and natural gasoline in such 
manner and to such extent as allegedly will not cause the 
arithmetic average of the hourly gross heating value of 
the natural gas in any of Northern’s main transmission 
lines downstream of Northern’s Bushton Compressor Sta- 
tion to be less than 975 Btu per cubic foot in any billing 
month. 

VI. 


That the construction and operation of the facilities 
proposed in Northern’s application may seriously affect 
Northern’s service to this petitioner in many ways includ- 
ing, but not limited to, the following: 


2817 

The application filed by Northern in this proceeding in- 
dicates that the deliverability life of Northern's reserves 
will be reduced something less than one year. (Exhibit I) 
While the impact of the reduction in deliverability will not 
be felt by Iowa Power at the moment, it will necessarily 
be reflected in rates at a later time as a result of inevitably 
higher prices to be paid by Northern in purchasing addi- 
tional reserves. 
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The extraction of hydrocarbons and the consequent re- 
duction in the calorific value of gas to be sold to Iowa 
Power and other resale customers downstream from Bush- 
ton will necessarily cause the demands of such customers 
to rise and conceivably may impair Northern’s ability to 
meet all present customer’s contract demands unless addi- 
tional delivery facilities are installed with consequent in- 
creased investment and greater cost of service to Northern. 


The reduction of the Btu content of natural gas will 
require Iowa Power to deliver greater quantities of gas 
in order to render equivalent service to its firm customers. 
In addition, adverse financial effect in the form of higher 
costs will be felt by Petitioner and its retail customers 
unless the proposed operations result in a net decrease 
in Northern’s cost of service which in turn is passed on 
to Petitioner and other distributor customers of Northern. 


The delivery of natural gas with a lower Btu content will 
result in increased requirements by Petitioner’s interrupt- 
ible customers and may accelerate the day when these 
customers are lost to competitive fuel unless the proposed 
operations result in a net decrease in Northern’s cost of 
service which can be passed on to these interruptible 
customers. 

Considerable question exists as to the priority of service 
which will be accorded the extraction plant for fuel and 
other incidental purposes. This may constitute a priority 
of service for a direct sale customer that is different from 
that set forth in Northern’s tariff and rate schedules 
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applicable to Iowa Power’s interruptible service. As such 
it may be unjust, unreasonable, unduly discriminating or 
preferential. 


The cost of service attributable to the proposed sale pre- 
sents an area of injury in which Iowa Power is concerned. 
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Certain costs may be incurred that are not now included 
in the estimates or recoverable in the revenues realized 
from the sale to Products Company. If such be the case 
those costs may find their way into the future rates paid 
by Iowa Power. For instance, the agreement between 
Northern and Products Company lacks clear definition as 
to the existence of any obligation on the part of Products 
Company to reimburse Northern for any reduction in 
Northern’s revenues due to adjustments in billings when 
and if the Btu value of the blended gas is less than 975 
Btu per cubic foot. If reimbursement is not provided, 
Northern’s cost of service will be increased accordingly. 


The contract between Northern and Products Company 
provides for a twenty year term and a price of 46¢ per 
Mcf. The application fails to set forth any justification 
for the price and no provisions appear which adequately 
call for price increases in the event that increases in cost 
of service occur over the term of the agreement. 


The revenues to be realized from this sale and treated 
as a contribution toward jurisdictional costs of service 
are also of vital concern to Iowa Power. The agreement, 
as it is between the parent company and a wholly owned 
subsidiary, falls somewhat short of being an arms-length 
of the other distributor customers that this or any other 
transaction. No guarantee is given to Iowa Power or any 
price level will be maintained. Absence of such assurance 
leaves to speculation any anticipated future contributions 
toward jurisdictional costs of service. 
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VII. 


That it is vital to the protection of the ultimate con- 
sumers on Northern’s natural gas system that the Com- 
mission give careful consideration to this application which 
would result, among other things, in an unwarranted gas 
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rate increase to consumers through the reduction in Btu 
content, unless proper conditions are attached and rate 
adjustments made. Furthermore, the removal of propane, 
and other hydrocarbons may affect Northern’s service to 
Iowa Power and other distributor customers in a manner 
contrary to the provisions of its tariff, rate schedules, and 
service agreements on file with the Commission, or the 
various Commission orders pertaining to such service, the 
Nataral Gas Act, and the rules and regulations of the 
Commission thereunder. 


VU. 


That because of the facts stated herein your Petitioner 
is vitally concerned with the proceedings in this Docket, 
and believes its interest is one which will be directly af- 
fected and which is not adequately represented by existing 
parties and as to which it will be bound by the Commis- 
sion’s action. Petitioner desires to intervene herein for 
such participation in this proceeding as may be proper 
to protect its rights and the interest of the public it serves. 

Wuezrerore, Your Petirioner Prays that because of the 
foregoing facts, it be permitted to intervene in this proceed- 
ing and be treated as a party herein, with all rights ap- 
propriate to that status. 


Dated at Des Moines, Iowa, this 6th day of January, 
1961. 
Iowa Power axp Licut Company 


Vice President 
Mark W. Putney 


823 Walnut Street 
Des Moines 3, Iowa 


Counsel for Iowa Power and Light Company 
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Petition of Mid-America Pipeline Company for 
Leave to Intervene 


To tHe FrepERAL PowER COMMISSION : 


Mid-America Pipeline Company, a corporation organized 
under the laws of the State of Delaware, with general of- 
fices at 1437 South Boulder Avenue, Tulsa, Oklahoma 
(hereinafter referred to as “‘Mid-America’’) hereby files 
its petition for leave to intervene in the above entitled 
proceeding, pursuant to Section 15 of the Natural Gas 
‘Act and Section 1.8 of the Commission’s rules of practice 
and procedure, and in support thereof states as follows: 


L 


Communications and correspondence concerning this peti- 
tion should be addressed to: 


Mr. Robert E. Thomas, President 
Mid-America Pipeline Company 
1437 South Boulder Avenue 
Tulsa 19, Oklahoma 


2965 
and 


J. David Mann, Jr. 

William W. Ross 

Morgan, Lewis and Bockius 
1120 Connecticut Ave., N. W. 
Washington 6, D. C. 


and 


Mr. Peter W. Asher 

Dorr, Hand, Whittaker & Watson 
61 Broadway 

New York 6, New York 
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I. 
A. Mid-America 


Mid-America owns and operates a pipeline system of 
approximately 2184 miles in length extending from South- 
eastern New Mexico and West Texas to Pine Bend, Min- 
nesota, just south of Minneapolis, and to Janesville, Wis- 
consin. A single main pipeline runs from West Texas to 
Conway, Kansas at which point the main line divides. 
One main line proceeds northward through Kansas, eastern 
Nebraska and northwestern Iowa into southern Minnesota 
and terminates at Pine Bend. The other main line runs 
northeastward from Conway through northern Missouri, 
eastern Iowa and terminates at Janesville. The system 
was constructed in 1960 at a cost of about $63,000,000 for 
the purpose of transporting natural gas liquids, including 
propane, butane and natural gasoline. The entire system 
has been in operation since December 8, 1960. It is 
currently 
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connected to twenty-eight hydrocarbon extraction plants 
in New Mexico, West Texas and the Texas and Oklahoma 
Panhandles at which liquefiable hydrocarbons are extracted 
from natural gas and delivered to it for shipment. Mid- 
America is now engaged in the transportation of propane 
from such plants to terminals at Conway, Kansas, Green- 
wood, Nebraska, Kearney and Moberly, Missouri, Sanborn 
and Iowa City, Iowa, Pine Bend, Minnesota and Janes- 
ville, Wisconsin. Facilities are under construction for 
transporting butane and natural gasoline, and these prod- 
ucts will be transported commencing on or about August 1, 
1961. The service area of the Mid-America system em- 
braces a part or all of the nine states of Kansas, Missouri, 
Nebraska, Iowa, Illinois, South Dakota, North Dakota, 
Minnesota and Wisconsin. 
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Mid-America is a publicly owned common carrier system 
whose rates and services are regulated by the Interstate 
Commerce Commission. Its revenues are derived solely 
from the transportation of natural gas liquids for others. 
It is not affiliated with any producer or marketer of petro- 
leum products or with any natural gas company. The 
present capacity of the system, together with substantial 
additional capacity which can be economically obtained by 
the addition of pumping power, is sufficient to supply the 
present market for liquefied petroleum gases in Mid-Amer- 
ica’s service area in the foreseeable future, after allowing 
for existing supplies produced in the area. 
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° ° e ° * * e es 
C. Mid-America’s Interest in this Proceeding 


If Northern’s application is granted, Northern will be 
transporting through its regulated transmission facilities, 
natural gas hydrocarbons from New Mexico, West Texas 
and the Texas and Oklahoma Panhandles for liquefaction 
in Kansas and for transportation as liquids by Northern 
Products to markets in Nebraska, Iowa, Missouri and 
Minnesota in direct competition with Mid-America, which 
transports the same hydrocarbons as 
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liquids from the same origin areas to the same markets. 


As will be shown in this petition, Northern proposes 
to deliver some 900,000 Mef per day of natural gas to 
Northern Products for processing and extraction of hydro- 
carbons at a price which does not cover substantial ele- 
ments of cost properly attributable to the service to be 
performed. In so doing, Northern will necessarily divert 
low cost dedicated reserves and transmission capacity to 
this private use. As a result, Northern and Northern 
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Products will be subsidized by Northern’s gas customers 
in their competition with Mid-America and its shippers, 
thereby obtaining an unfair competitive advantage. As a 
competitor of Northern and Northern Products, Mid-Amer- 
ica is threatened with irreparable injury by the granting 
of Northern’s application in this proceeding. Therefore, 
it has a direct interest in this proceeding which is not ade- 
quately represented by existing parties and as to which it 
may be bound by the Commission’s action herein. Mid- 
America has standing to intervene in this proceeding in 
opposition to the issuance of the certificate of public con- 
venience and necessity sought by Northern; 
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City of Pittsburgh v. F.P.C., 237 F. 2d 741, 746-748 (CADC 
1956) ; National Coal Ass’n. v. F.P.C., 191 F. 2d 462 (CADC 
1951). 
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Answer of Northern Natural Gas Company to Petition of 
Mid-America Pipeline Company for Leave to Intervene 
Comes now Northern Natural Gas Company, Applicant, 

and answers the Petition filed on May 17, 1961 by Mid- 

America Pipeline Company in the above-entitled proceed- 

ing. In opposition to such Petition, Applicant states and 

shows the following: 


L 


Petitioner has shown no standing or right to intervene 
in this proceeding as an alleged competitor or otherwise. 
Petitioner is not a customer of Applicant or a holder of its 
securities. Petitioner does not represent any consumer 
of natural gas served from Applicant’s pipeline system. 
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More significantly, the facts set forth in the Petition itself 
disclose that Petitioner is not a competitor of either the 
Applicant or Northern Gas Products Company (‘‘Gas 
Products’’). 


3065 


As stated in its Petition, Petitioner is a common carrier 
engaged solely in the transportation of liquefied petroleum 
products for others. It neither transports natural gas nor 
sells liquefied petroleum products. Petitioner does not allege 
or claim that it is a competitor of Northern Gas Products 
Company in the sale of liquid products or that it represents 
any person who will sell liquid products in competition 
with Northern Gas Products Company. 


Applicant specifically denies that its proposal in this 
proceeding to construct and operate facilities for the trans- 
portation of increased volumes of natural gas and the 


delivery of natural gas to Northern Gas Products is or 
involves any direct competition with Petitioner. 


Accordingly, the facts set forth in the Petition demon- 
strate clearly that Petitioner does not have standing to 
intervene within the purview of City of Pittsburgh v. 
FPC, 237 F. 2d 741, CADC, 1956 and National Coal Ass’n. 
yv. FPC, 191 F. 2d 462, CADC, 1951. 


I. 


Nor do the facts set forth in its Petition support Peti- 
tioner’s claim that it has a legitimate interest which may 
be directly affected in this proceeding and which is not 
adequately represented by other parties. 


There can be no doubt that Petitioner’s principal objec- 
tive is to forstall the construction of a liquefied petroleum 
products pipeline by Northern Gas Products Company. 
The Petition does not disclose any other interest of Peti- 
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tioner. Such an objective is not sufficient to warrant or 
permit Petitioner to intervene in this proceeding. 


3066 


The construction of a pipeline for the transportation of 
liquefied petroleum products is not subject to regulation by 
any federal regulatory body under the provision of any 
existing federal statute. Absent the exercise of such fed- 
eral regulatory authority by Congress, the construction of 
liquid products pipelines is a matter of private interest, 
subject to the operation of competitive and other economic 
forces in the market place. In these circumstances, Peti- 
tioner may not legitimately complain about the effect upon 
it which may be indirectly occasioned by the construction 
of any new liquid products pipeline. No appropriate forum 
has been created by Congress to entertain or consider such 
a complaint. 


The fact that this Commission has regulatory authority 
over the construction and operation of facilities for the 
transportation of natural gas in interstate commerce by 
Applicant cannot properly be used as a device by Petitioner 
to gain a forum, otherwise denied by Congress, to oppose 
the construction of another liquid products pipeline. This 
Commission has no authority under the natural gas act to 
weigh and determine such an issue in this proceeding. The 
grant of the instant Petition would, in effect, subvert the 
jurisdiction and authority of this Commission for a pur- 
pose never intended by Congress. 


1. 


Petitioner’s contentions in Articles II, ITI and IV of its 
Petition respecting certain substantive issues related to 
applicant’s proposal cannot hide the fact that Petitioner 
has no legitimate interest directly affected in this pro- 
ceeding. 
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More importantly, those issues, particularly issues re- 
‘ specting the allocation of costs between Applicant’s juris- 
| dictional and non-jurisdictional business, while clearly of 
‘no interest to Petitioner, are of direct and immediate in- 
‘terest to applicant’s customers and to consumers served 
‘from Applicant’s pipeline system. The Petitions for Leave 
| to Intervene already filed by various of Applicant’s utility 
| eustomers, as well as by various Municipal and State au- 
thorities, offers full assurance that all person whose in- 
‘terests are directly affected by Applicant’s proposal will 
be adequately represented in this proceeding. Participa- 
tion of Petitioner, Mid-America Pipeline Company, is not 
necessary or required in that regard. 


Indeed, to permit Petitioner to pursue its basic objec- 
' tive as an intervenor in this proceeding would be contrary 
| to the public interest and inconsistent with the jurisdiction 


and authority of the Commission under the Natural Gas 
Act. 


Wuenerore, it is repectfully requested that the Com- 
mission find that Petitioner, Mid-America Pipeline Com- 
: pany, has wholly failed to show any right, standing or other 
legitimate interest justifying its participation as an Inter- 
venor in this proceeding or that its intervention might be 
consistent with the Public interest, and it is further re- 
quested that the Commission forthwith issue an Order 
denying its Petition for Leave to Intervene. 


Respectfully submitted, 


Norrnern Natura Gas Company 
By /s/ FE. B. Burase 
Vice President 
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Lawrence I. Saaw 

F. Vrxssox Roacu 

Daxuz B. O’Brry, Jz. 
2223 Dodge Street 
Omaha 1, Nebraska 


Jcstrx R. WoirF 

Cuantes A. Case, Jr. 
1625 K Street, N. W. 
Washington 6, D. C. 


Attorneys for Northern 
Natural Gas Company 
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Motion for An Order to Show Cause Why Northern Natural 
Gas Company and Northern Gas Products Company 
Should Not Be Required to File Applications for Cer- 
tificates of Public Convenience and Necessity, and for 
Other Relief 


To THe FepezaL Power ComMIssion: 


Mid-America Pipeline Company, a corporation organized 
under the laws of the State of Delaware, with general of- 
fices at 1437 South Boulder Avenue, Tulsa, Oklahoma (here- 
inafter referred to as ‘‘Mid-America’’) and a petitioner to 
intervene in this proceeding, hereby files its motion for an 
order to show cause why Northern Natural Gas Company 
and Northern Gas Products Company should not be re- 
quired to file applications for certificates of public con- 
venience and necessity, and for other relief, and in support 
thereof states as follows: 


1. As is more fully set forth in its intervention petition 
(Appendix A, hereto), Mid-America owns and operates a 
liquid hydrocarbons pipeline system of approximately 2184 
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miles in length extending from Southeastern New Mexico 
and West Texas to Pine Bend, Minnesota, just south of 
Minneapolis, and to Janesville, Wisconsin. This system 
was constructed in 1960 
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at a cost of about $63,000,000 for the purpose of transport- 
ing natural gas liquids, including propane butane and nat- 
ural gasoline. It is connected to twenty-eight hydrocar- 
bon extraction plants in New Mexico, West Texas and the 
Texas and Oklahoma Panhandles at which liquefiable hydro- 
carbons are extracted from natural gas and delivered 
to Mid-America for shipment. Mid-America is now en- 
gaged in the transportation of propane from such plants 
to terminals at Conway, Kansas, Greenwood, Nebraska, 
Kearney and Moberly, Missouri, Sanborn and Iowa City, 
Iowa, Pine Bend, and Janesville. Butane and natural 
gasoline will be transported by the system commencing on 
or about August 1, 1961. The service area of Mid-America 
embraces a part or all of the nine states of Kansas, Mis- 
souri, Nebraska, Iowa, Illinois, South Dakota, North Da- 
kota, Minnesota, and Wisconsin. 


2. In this proceeding Northern Natural Gas Co. (here- 
inafter referred to as ‘‘Northern’’) seeks authority from 
the Commission to construct and operate certain facilities 
on and connected to its natural gas transmission system 
for the purpose of delivering to a wholly-owned subsidiary, 
Northern Gas Products Company (hereinafter referred to 
as ‘‘Northern Products’’), at Bushton, Kansas, a natural 
gas stream of approximately 
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900,000 Mcf per day. This gas stream is to be run through 
an extraction plant to be owned and operated by Northern 
Products for the purpose of extracting liquefiable hydro- 
carbons from the stream. 
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3. Northern Products has announced® that it also pro- 
poses to construct a pipeline from Bushton to Des Moines, 
Iowa, where it will connect with the pipeline system of the 
Great Lakes Pipe Line Company, for the purpose of trans- 
porting propane and other liquid hydrocarbons produced 
at the extraction plant at Bushton. If Northern’s applica- 
tion is granted, Northern will be transporting through its 
regulated transmission facilities natural gas hydrocarbons 
from New Mexico, West Texas and the Texas and Okla- 
homa Panhandles for liquefaction in Kansas and for trans- 
portation as liquids by Northern Products to markets in 
Nebraska, Iowa, Missouri and Minnesota in direct competi- 
tion with Mid-America, which transports the same hydro- 
carbons as liquids from the same origin area to the same 
markets. As is shown in Mid-America’s intervention peti- 
tion, the service Northern proposed to furnish Northern 
Products will be subsidized by Northern’s gas customers, 
and Northern and Northern Products will by this means 


receive an unfair competitive advantage in their competi- 
tion with Mid-America. 
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4. Neither Northern nor Northern Products has applied, 
pursuant to Section 7(c) of the Natural Gas Act, for a 
certificate or certificates of public convenience and neces- 
sity for the construction or operation of the extraction 
plant at Bushton and the pipeline connections between such 
plant and Northern’s transmission system. Northern and 
Northern Products have commenced and are currently en- 
gaged in the construction of this extraction plant at a cost 
estimated in Northern’s application to be $12,000,000. 


5. The 900,000 Mcf of gas per day which Northern pro- 
poses to deliver to Northern Products amounts to over 
50% of Northern’s system capacity at Bushton. Accord- 


* Off and Gas Journal, March 12, 1961, p. 90, Appendix B, hereto. 
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‘ing to Northern’s application herein, this stream of gas 
‘will pass through the extraction plant to be owned and 
‘operated by Northern Products where hydrocarbons will 
‘be removed from the stream. The extraction will reduce 
the Btu content as well as the volume of the gas. After 
further reduction in volume due to gas drawn off for fuel, 
‘this impoverished gas stream will be returned to North- 
ern’s system where it is to be blended with the balance of 
Northern’s gas stream. As a result of this blending of 
‘the impoverished gas which other gas, the heating value 
of Northern’s entire gas 
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' stream downstream of Bushton will be reduced. Thus, it 
is a matter of record in this proceeding that the extraction 
' plant and the lines leading to and from it will serve as con- 
' duits for large portion of Northern’s main line gas stream 


' and that the extraction of components of the stream as it 
passes through the plant will change the quality of the 
entire gas stream downstream of Bushton. Northern and 
' Northern Products cannot reasonably claim that such facili- 
' ties are not part of Northern’s transmission system sub- 
ject to Commission regulation under Section 7 of the 
Natural Gas Act. 


6. From the standpoint of the orderly and effective ad- 
ministration of the Act, it is clearly essential that both 
the construction and operation of facilities such as this 
extraction plant be regulated by the Commission. Such 
a facility, as a conduit, has a function with respect to gas 
transmission which is indistinguishable from Northern’s 
pipeline itself. In addition, the contract between Northern 
and Northern Products recognizes that the extraction oper- 
ation will reduce the line pressure which must be restored 
at the output of the Bushton station. From these facts 
alone, the plant is subject to Commission regulation just 
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as the pipeline itself and transmission facilities affecting 
pressure such as compressors are subject to 


regulation. But, beyond this, the plant is a facility which 
will reduce the heating value of the gas stream passing 
through it to a point below which it can be sold by North- 
ern so as apparently to require constant meticulous blend- 
ing operations by Northern to restore the main gas stream 
flowing downstream of Bushton to even minimum tariff 
standards as to heating value. It is clear from the applica- 
tion that even after blending there will be a reduction in 
the heating value of the restored main gas stream below 
its present heating value. No facility or operation is more 
directly incident to the transmission of gas than one which, 
as this, substantially affects the basic value attribute of 
the gas stream transmitted through the system—its heating 
content. 


7. Northern’s application in this proceeding attempts to 
convey the impression that the loss in heating value of 
main stream gas downstream of Bushton caused by the 
operation of the extraction plant will be relatively constant 
day in and day out, but there is no assurance that this 
will be so. The only protection that Northern offers its 
gas customers for loss of heating value below its tariff 
minimum of 975 Btu per cubic foot is a price reduction if 
the average heating value for a month falls below the 
minimum. In view of this fact, Northern and Northern 
Products could permit 
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wide fluctuations in the heating value of gas returned to 
Northern’s transmission system and subsequently delivered 
to its gas customers during a month without a price re- 
duction. Petitioner does not know whether Northern will, 
in fact, cause such fluctuations below 975 Btu to take place 
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but points out the possibility simply to illustrate the fact 
that main stream extraction facilities whose operation 
would have such actual and potential deleterious effects on 
the entire transmission operation must be regulated if the 
‘Commission is to maintain effective control of the trans- 
portation of gas in interstate commerce. 


8. The courts have consistently held that, because of the 
‘close connection between hydrocarbon extraction opera- 
tions undertaken by gas transmission companies and the 
: transmission operations themselves, such extraction opera- 
' tions are subject to the jurisdiction of the Commission and 
_ the net revenues derived therefrom are to be credited to 
_ the operating expenses of the transmission company which 
are recovered from the rates charged to gas customers. 
City of Detroit v. F.P.C., 230 F. 2d 810, 819-821 (C.A-D.C. 
1955), cert. den. 352 U.S. 829 (1956) ; Cities Service Gas 
Co. v. FP.C., 
3082 


' 155 F. 2a 694, 703 (C.A. 10th 1946), cert. den. 329 USS. 
773 (1946); Hope Natural Gas Co. v. F.P.C., 134 F. 2d 
987, 307-308 (C.A. 4th 1943), rev’d on other grounds 320 
U.S. 591 (1943). In the Cities Service and Hope cases, 
the courts affirmed Commission rulings asserting juris- 
diction over extraction operations and crediting to trans- 
mission company operating revenues the net revenues de- 
rived from extraction operations carried on by affiliates 
of such companies. In the latest case, the City of Detroit 
decision, the court reversed a departure by the Commission 
from its prior practice in this respect. The court held that 
the Commission had failed to demonstrate a basis for its 
conclusion that certain extraction operations of Panhandle 
Eastern Pipe Line Company should be treated as non- 
jurisdictional in connection with its decision not to credit 
the net revenues from the extraction operations to Pan- 
handle’s operating expenses. The court reviewed the Com- 
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mission's findings on this point in some detail, pointing 
out that the Commission had declined to exercise rather 
than denied its jurisdiction over such extraction opera- 
tions. It summarized its conclusion that the jurisdiction 
of the Commission was clear as follows: 


““These facts regarding the usefulness of the extrac- 
tion process to the transmission operations, the joint 
use of facilities, and the 
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joint incurring of expenses, coupled with the obvious 
fact that the extraction process is incident to the over- 
all pipeline transmission and resale operations, clearly 
bring the extraction operations within the jurisdiction 
of the Commission.’’ (230 F. 2d at p. 820) 


9. This decision is dispositive of the issue of jurisdic- 
tion.* The three basic facts which the court lists as estab- 


* The City of Detroit decision by necessary implication overrules an earlier 
Gecision of a Commission examiner in In re Panhandle Eastern Pipeline Co., 
12 F.P.C. 686, affirmed without opinion by the Commission, 12 F.P.C. 706, 
in whieh it was held that an extraction and petrochemicals plant on Pan- 
handle’s system at Tuscola, Illinois (not before the court in City of Detroit) 
owned by National Petro-Chemieals Corporation, a joint venture in which 
Panhandle had a minority stock interest, was not a jurisdictional facility 
wabject to Section 7 of the Act. This plant was constructed during the 
Korean emergency for the purpose of producing petrochemicals from the 
extracted hydrocarbons needed for national defense purposes. Prior to the 
decision Panhandle and National Petro-Chemicals had obtained in 1951 an 
ez porte letter ruling from the Commission to the effect that the facility was 
non-jorisdietional, This letter is set forth in the decision and specifically 
states that the Commission’» ruling was predicated exclusively on the par- 
tieular circumstances set forth in the request for the ruling and that any 
alteration of those circumstances might necessitate an alteration in the Com- 
mission's position. 

The Commission’s recent Opinion No. 334, issued April 27, 1961, (Panhandle 
Eastern Pipe Line Company, Docket No. G-2506) reaffirms the jurisdictional 
status of two other Panhandle extraction operations at Liberal, Kansas, and 
Sneed, Texas. The ismue of the jurisdictional status of the Tuscola plant 
was not raised in this proceeding and apparently for this reason the Com- 
mission did not expressly consider thin question. 
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lishing the Commission’s jurisdiction are applicable in con- 
nection with the extraction plant which Northern is build- 
ing at Bushton. First, the court refers to the ‘‘usefulness 
of the extraction process to the transmission 
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operations.’’ Here, in an apparent attempt to distinguish 
' its situation from that in City of Detroit, Northern in its 

application insists that the proposed extraction operation 
‘ will not eliminate or reduce any difficulties in its trans- 
' mission of natural gas. Even if Northern intends to as- 
sert that there will be no benefit of any kind to transmis- 
sion operations as a result of the extraction operation,°® 
' the distinction is meaningless. It is apparent from the 
application that the operation will have a definite and 
potentially deleterious impact on Northern’s regulated op- 
' erations by reducing, and permitting Northern and North- 
ern Products to manipulate, the heating value of the gas 
stream downstream of Bushton. As far as the question 
of jurisdiction over the extraction plant is concerned, there 
can be no difference between a useful and any other direct 
and substantial effect on regulated operations. In fact, 
if a useful or beneficial effect establishes jurisdiction, then 
surely the harmful effect of reduction in the heating value 
of the gas stream, as well as creation of uncertainty as the 
future heating value level, must also establish jurisdiction. 
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As to the second of the basic facts cited in City of De- 
troit, the joint use of facilities and joint incurring of ex- 
penses, Northern’s application makes it plain, and this 
is in any event obvious from the basic fact that the ex- 
traction operation is located near the mid-point of North- 


*It is by no means clear that Northern can or will deny that the proposed 


extraction of relatively heavy hydrocarbons at Bushton will not to some 
dogree benefit its transmission operations downstream of Bushton,. 
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ern’s transmission system and will obtain its gas supply 
from that system, that here, as in the City of Detroit 
case, there is a joint use by the extraction plant and North- 
ern’s gas customers of Northern’s transmission facilities. 
Consequently there is a joint incurring of expenses. 


10. As to the third basic fact cited in City of Detroit, 
the extraction operation involved here is as much an in- 
cident of Northern’s transmission and resale operations as 
the extraction operations of Panhandle were an incident 
of its transmission and resale operations in City of Detroit. 
This is clearly apparent in view of the fact that the plant 
is designed to use a gas stream equivalent to more than 
50 per cent of Northern’s pipeline capacity at Bushton 
and in using this stream will change the quality of the 
gas delivered by Northern north of Bushton. 


11. The history and purpose of Section 7 of the Natural 
Gas Act also permit no doubt that the Commission should 


approve or disapprove major mainline extraction facilities 
under the public convenience and necessity standard before 
they are constructed, not merely give after-the-fact con- 
sideration to the rate impact of such facilities 


when they have become fait accompli. Congress, in the 
1942 amendment to Section 7 gave the Commission broad 
certification powers, primarily because it found (1) that 
the Commission’s rate powers alone could not provide ef- 
fective protection against uneconomic services, one those 
services were constructed, and (2) the power to approve 
facilities before construction is necessary to protect com- 
peting fuel interests.° 


° For 2 complete analysis of the extensive legislative history of tho 1942 
amendment bearing on these points, see Brief for Federal Power Commission, 
FPPC v. Transcontinental Gas Pipe Line Corp., Sup. Ct. No. 45, Oct. term 
1900, pp. 29-29. 
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As the House Report on the bill (H.R. 5249, 77th Cong.) 
which became the existing Section 7, points out (H. Rep. 
1290, 77th Cong. 1st Sess., p. 3): 


‘<The bill when enacted will have the effect of giving 
the Commission an opportunity to scrutinize the finan- 
cial set-up, the adequacy of the gas reserves, the 
feasibility and adequacy of the proposed services, and 
the characteristics of the rate structure in connection 
with the proposed construction or extension at a time 
when such vital matters can readily be modified 
as the public interest may demand. Without such 
authority, the Commission may find itself confronted 
with a situation where it must either accept conditions 
which appear undesirable in the public interest, or re- 
quire, subsequent to construction, changes which may 
have much more serious practical consequences than 
they would have had if they had been made before the 
public was asked to finance the enterprise. 
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“‘The bill, as amended, eliminates the objections to 
the present Section 7(c) above mentioned. By this 
legislation * * * the door is opened to the considera- 
tion by the Commission of the effect of construction 
and extensions upon the interests of producers of com- 
peting fuels and competitive transportation interests.”” 


It is widely recognized that this country is entering a 
period of rapid development of natural gas liquids extrac- 
tion facilities.° We submit that the Commission will find 
it difficult, if not impossible, to protect gas consumers and 
prevent natural gas pipelines subject to its jurisdiction 
from so diverting dedicated reserves and transmission ca- 
pacity contrary to the public interest and from engaging 
in unfair competition in the marketing of natural gas 
liquids if it does not apply and enforce the provisions of 


* Boo, o.g., OF F Gas Journal, March 20, 1961, p. 63. 
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Section 7 to natural gas liquid extraction facilities before 
they are constructed. Nothing less than vigorous enforce- 
ment of Section 7 in this area is consistent with the Com- 
mission’s responsibilities under the Act, and a de facto 
exemption of such facilities clearly would be directly con- 
trary to the letter and purpose of the Act. 


12. It follows from the foregoing that the extraction plant 
and connecting facilities now being constructed by North- 
ern and Northern Products are facilities subject to the 
jurisdiction of the Commission under the 
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Natural Gas Act for which a certificate of public conveni- 
ence and necessity is required. If Northern and Northern 
Products are permitted to complete construction of these 
facilities without Commission approval, the interests of 
petitioners and other parties will be jeopardized. More- 
over, we submit that the raising of the issue of jurisdiction 
over the extraction plant and connecting facilities at the 
inception of this proceeding, which would be accomplished 
if Northern and Northern Products were required to file 
the Section 7 applications specified in this motion, would 
contribute to an orderly and expeditious disposition of 
the proceeding. Accordingly, it is critically important 
that the Commission act promptly to issue an order re- 
quiring Northern and Northern Natural Products to show 
cause, within 15 days of the Commission’s order, why they 
should not be required to file applications for certificates 
of public convenience and necessity seeking authorization 
for the proposed extraction plant, and connecting facilities 
not covered by the existing application. 


Wuenerorr, petitioner prays for the issuance by the Com- 
mission of an order directing Northern and Northern Prod- 
ucts to show cause within 15 days of such order why they 
should not be required to file, pursuant to 
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Section 7(c) of the Act and in full compliance with appli- 
cable Commission regulations, at application or appli- 
cations for certificates of public convenience and necessity 
authorizing the construction and operation of the extrac- 
tion plant at Bushton, Kansas, and the pipeline connections 
between such plant and Northern’s transmission system 
not covered by the present application, and for all other 
needful and proper relief. 


Dated this 26th day of May, 1961. 
Respectfully submitted, 


Mm-AmeEnica PIPELINE ComMPANY 
By Rosest E. Tomas 
President 


J. Davm May, JR. 

WruaM W. Ross 
Morgan, Lewis & Bockius 
4120 Connecticut Avenue, N. W 
Washington 6, D. C. 


Perer W. ASHER 
Dorr, Hand, Whittaker & Watson 
61 Broadway 
New York 6, New York 


Of Counsel 


3104 
Order Permitting Interventions 
(Issued June 8, 1961) 


Petitions for leave to intervene in the above-entitled 
proceeding were filed by the following petitioners on the 
dates indicated below: 


Petition 
Petitioner Filed 
Towa Power and Light Company January 10, 1961 
Minnesota Valley Natural Gas Company January 18, 1961 
Interstate Power Company January 23, 1961 
Iowa Public Service Company February 3, 1961 
Towa-Illinois Gas and Electric Company February 8, 1961 
Northwestern Public Service Company February 20, 1961 
Iowa Southern Utilities Company March 23, 1961 
Northern Illinois Gas Company March 23, 1961 
Northern States Power Company (Minnesota) 
and May 1, 1961 
Northern States Power Company (Wisconsin) 
Minneapolis Gas Company May 8, 1961 
City of Minneapolis Minnesota May 15, 1961 
Towa Electric Light and Power Company May 15,1961 
Western Power & Gas Company May 15, 1961 
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Petitioner Fiued 


a ee a 
Mid-America Pipeline Company May 17, 19617 
State of Minnesota May 18, 1961 
Wilmar Gas Company, Incorporated May 18, 1961 
Greeley Gas Company May 18, 1961 
Nebraska Natural Gas Company May 18, 1961 
_ City of Duluth, Minnesota May 19, 1961 
' Superior Water, Light and Power Company May 19, 1961 
City of Saint Paul, Minnesota May 19, 1961 
North Central Public Service Co. May 22, 1961 


Notices of and petitions for intervention were filed by 
the following: 


Date 
Petitioner Filed 


Metropolitan Utilities District of 

Omaha November 23, 1960 
Austin Utilities of the City of Austin, 

Minnesota May 19, 1961 
Board of Trustees of The Municipal Gas 

Utility of the City of Cedar Falls, 

Towa May 22, 1961 


1 Answer filed by Northern Natural Gas Company on May 26, 1961. 
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The Public Service Commission of Wisconsin also filed 
a notice of intervention on May 11, 1961. 


The Commission finds: 


It is desirable to allow the above-named petitioners to 
intervene in these proceedings in order that said peti- 


301 


(3106) 


tioners may establish the facts and law from which the 
nature and validity of their alleged rights and interests 
may be determined and show what further action may be 
appropriate under the circumstances in the administration 
of the Natural Gas Act. Although the petition of North 
Central Public Service Co. and the notice and petition of 
the Board of Trustees of The Municipal Gas Utility of the 
City of Cedar Falls, Iowa were not filed within the time 
required by Section 1.8 (d) of the Commission’s Rules 
of Practice and Procedure, good cause has been shown 
why the participation of said petitioners may be in the 
public interest. 


The Commission orders: 


The above-named petitioners are hereby permitted to 
intervene in these proceedings, subject to the rules and 
regulations of the Commission: Provided, however, that 
the participation of each intervener shall be limited to mat- 
ters affecting asserted rights and interests as specifically 
set forth in its petition for leave to intervene: And, Pro- 
vided, further, that the admission of these interveners 
shall not be construed as recognition by the Commission 
that they or any of them might be aggrieved because of 
any order or orders of the Commission entered in these 
proceedings. 


By the Commission 


JoserH H. Gurrme, 
Joseph H. Gutride, 
Secretary 
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Order Denying Motion for an Order to Show Cause 


(Issued June 23, 1961) 


On May 26, 1961, Mid-America Pipeline Company (Mid- 
America), a Delaware corporation with general offices in 
' Tulsa, Oklahoma, filed herein a motion for an order to 
_ show cause why Northern Natural Gas Company (North- 
ern) and Northern Gas Products Company (Northern 
' Products), should not be required to file applications for 
| certificates of public convenience and necessity, and for 
other relief. 


Mid-America alleges that it owns and operates a liquid 

hydrocarbons pipeline system of approximately 2,184 
' miles in length extending from southeastern New Mexico 
and West Texas to Pine Bend. Minnesota and to Janes- 
' ville, Wisconsin. This system was constructed in 1960, 
Movant says, at a cost of about $63,000,000 for the pur- 
pose of transporting natural gas liquids, including pro- 
pane, butane and natural gasoline. It is connected to 
hydrocarbon extraction plants in New Mexico, West Texas 
and the Texas and Oklahoma Panhandles at which lique- 
fiable hydrocarbons are extracted from natural gas and 
delivered to Mid-America for shipment. The service area 
of Mid-America embraces a part or all of the nine states 
of Kansas, Missouri, Nebraska, Towa, TMlinois, South Da- 
kota, North Dakota, Minnesota, and Wisconsin. 


Mid-America states further that Northern Products has 
announced that it also proposes to construct a pipeline 
from Bushton to Des Moines, Towa, where it will connect 
with the pipeline system of the Great Lakes Pipe Line 
Company, for the purpose of transporting propane and 
other liquid hydrocarbons produced at the extraction 
plant at Bushton, Kansas. Mid-America states that if the 
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application herein is granted, Northern will be transport- 
ing through its regulated transmission facilities natural 
gas hydrocarbons from New Mexico, West Texas and the 
Texas and Oklahoma Panhandles for liquefaction in 
Kansas and for transportation 
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as liquids by Northern products to markets in Nebraska, 
Iowa, Missouri and Minnesota in direct competition with 
Mid-America. Movant asserts that the service Northern 
proposes to furnish Northern Products will be subsidized 
by Northern’s gas customers, and that Northern and 
Northern Products will thus receive an unfair competitive 
advantage in their competition with Mid-America. 


Movant alleges that Northern and Northern Products 
are engaged in the construction of this extraction plant 
at an estimated cost of $12,000,000. Movant says that the 
900,000 Mef of gas per day which Northern proposes to 
deliver to Northern Products amounts to over 50 per cent 
of Northern’s system capacity at Bushton. The extraction 
will reduce the Btu content as well as the volume of the 
gas and then the gas will be returned to Northern’s sys- 
tem. Movant says, that as a result of blending of this 
gas with the other gas, the heating value of Northern’s 
entire gas stream downstream from Bushton will be re- 
duced. Because of this, Mid-America claims the extraction 
facilities are part of Northern’s transmission system sub- 
ject to Commission regulation under Section 7 of the 
Natural Gas Act. 


In addition, Mid-America says the contract between 
Northern and Northern Products recognizes that the ex- 
traction operation will reduce the line pressure which must 
be restored at the output of the Bushton station. For this 
and other reasons movant says that Northern and North- 
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ern Products should make applications for certificates of 
public convenience and necessity. 


Mid-America alleges that the courts have held that be- 
cause of the close connection between hydrocarbon extrac- 
tion operations undertaken by gas transmission companies 
and the transmission operations themselves, such extrac- 
tion operations are subject to the jurisdiction of the Com- 
mission and the net revenues derived therefrom are to be 
credited to the operating expenses of the transmission com- 
pany, citing the following cases as authority for its posi- 
tion: City of Detroit v. F.P.C., 230 F. 2d 810, $19-821 
(C.A.D.C. 1955), cert. den. 352 U.S. 829 (1956) ; Citres 
Service Gas Co. v. F.P.C., 155 F. 2d 694, 703 (C.A. 10th 
1946), cert. den. 329 U.S. 773 (1946); Hope Natural Gas 
Co. v. F.P.C., 134 F. 2d 287, 307-308 (C.A. 4th 1943), 
rev’d on other grounds 320 U.S. 591 (193). 


On June 2, 1961, Northern filed an answer herein to the 
motion of Mid-America for an order to show cause con- 
testing the claim of Mid-America that the construction and 
operation of said extraction plant and the appurtenant 
service pipelines by either Northern or Northern Products, 
adjacent to and connecting said extraction plant to North- 
ern’s natural gas transmission system, are subject to the 
jurisdiction of the Commission under said Section 7 (c). 
Northern says such facilities are directly involved or di- 
rectly incident to the extraction of liquefied petroleum 
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products and are not facilities for the transportation of 
natural gas in interstate commerce or the sale in inter- 
state commerce of natural gas for resale within the pur- 
view of Sections 1 (b) and 7 (¢) of the Act. It is claimed 
by Northern that the reduction in line pressure at Bushton 
Station and the contemplated reduction in Btu content of 
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the natural gas flowing downstream from Bushton are inci- 
dents of the extraction process and not of the transporta- 
tion of the gas. 


The answer points out that the decisions in the Cities 
Service and Hope cases cited by Mid-America involve rate 
eases and affirmed the Commission’s action in crediting 
to the natural gas companies the net revenues received 
from the operation of the extraction plants. 


The Commission having considered the allegations of said 
motion and of the answer filed thereto finds: 


The construction and operation of the proposed hydro- 
carbon extraction plant at Bushton, Kansas is not essen- 
tral to the transportation of natural gas in interstate com- 
merce or to the sale in interstate commerce of natural gas 
for resale, and is, therefore, not subject to the jurisdiction 
of this Commission. 


The Commission orders: 


The motion of Mid-America for an order to show cause 
why Northern Natural Gas Company and Northern Gas 
Products Company should not be required to file applica- 
tions for certificates of public convenience and necessity, 
and for other relief be and the same is hereby denied. 


By the Commission. 


Joseph H. Guramwe 
Joseph H. Gutride, 
Secretary 
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! Application By Mid-America Pipeline Company for Rehear- 
l ing of Order Denying Motion for an Order to Show Cause 
Issued on June 23, 1961 

Mid-America Pipeline Company (Mid-America) hereby 
' applies for rehearing of the Commission’s order of June 
23, 1961, denying Mid-America’s motion to show cause why 
Northern Natural Gas Company and Northern Gas Prod- 
ucts Company should not be required to file an application 
for a certificate of public convenience and necessity and 
for other relief. 


The Commission’s order should be set aside, and Mid- 
America’s motion granted for the following reasons: 


1. This proceeding involves an application by Northern 
Natural Gas Company (Northern Natural) for a certifi- 
cate of public convenience and necessity authorizing the 
installation of certain relatively minor pipeline improve- 
ments and new facilities on its main line transmission sys- 
tem within the State of Kansas, so as to utilize Northern 
Natural’s transmission facilities to transport liquifiable 
hydrocarbons contained in the gas stream to a large ex- 
traction plant which has been constructed near Northern 
Natural’s compressor station at 
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Bushton, Kansas, to be operated by Northern Natural’s 
wholly owned subsidiary, Northern Gas Products Com- 
pany. Northern Natural’s application, which was origi- 
nally filed in November, 1960, was set for hearing on June 
6, 1961, by order of the Commission dated April 25, 1961.° 
When the hearing convened, Northern Natural introduced 
into evidence voluminous exhibits and testimony which 
modified its original application in many important re- 
spects, and the hearings were then recessed to reconvene 
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on July 10, 1961, for cross examination of Northern Natu- 
ral’s case-in-chief. 

Mid-America, on May 26, 1961, had filed a petition to 
intervene in these proceedings, stating that it was a com- 
mon carrier of liquified petroleum products from New 
Mexico, West Texas, and the Texas and Oklahoma Pan- 
handles to the same ultimate markets to be served by 
Northern Natural’s extraction facilities, and that the 
Northern Natural system’s proposed transportation of 
liquifiable hydrocarbons in vapor phase to Bushton, the 
extraction of the liquids at Bushton, and the transporta- 
tion of the liquid beyond Bushton would be directly com- 
petitive with Mid-America’s service. The Commission, by 
order dated June 8, 1961, granted Mid-America’s petition 
to intervene. 
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2. Coincident with its petition to intervene, Mid-Amer- 
ica filed its motion for an order to show cause why North- 
ern Natural should not be required to obtain certificate 
authorization for the proposed extraction plant and the 
necessary connecting facilities, on the ground that such 
plant and facilities were part of Northern Natural’s trans- 
mission system and facilities used for and incident to the 
“transportation ... of natural gas subject to the jurisdic- 
tion of the Commission.’’ In the order as to which re- 
hearing is sought, the Commission denied Mid-America’s 
motion for an order to show cause on the sole stated 
ground that the ‘‘construction and operation of the pro- 
posed hydrocarbon extraction plant at Bushton, Kansas, is 
not essential to the transportation of natural gas in inter- 


* At the request of the Commission Staff, Northern Natural filed two sup- 
plements to its application dated December 8, 1960, and February 13, 1961, 


respectively. 
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state commerce or to the sale in interstate commerce of 
natural gas for resale.’? (Emphasis supplied.) 


3. The Commission’s order does not state the reasons 
for the Commission’s apparent conclusion that only so- 
called ‘‘essential’”? extraction plants are jurisdictional 
under the Natural Gas Act, and its finding that the pro- 
posed plant is ‘‘non-essential.”? Since it is impossible to 
determine from the order the reasoned grounds for the 
Commission’s ruling, Mid-America, of necessity, must re- 
iterate in this application for rehearing all of the facts, 
arguments and authorities set forth in its motion for a 
show cause order, which are 
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incorporated herein and made a part of this application 
for rehearing, as if expressly set forth. 


The Commission’s order, as stated, appears to be based 
on a finding that the proposed extraction plant is not 
‘“‘essential,’’ inasmuch as City of Detroit v. FPC. 230 F.2d 
810 (CADC 1955), cert. denied, 352 U.S. 929 (disenssed 
infra), would clearly preclude a holding that all extraction 
plants are ‘‘non-essential.’’? This finding was made with- 
out benefit of hearings, and without supporting findings 
based on a record in a hearing conducted pursuant to the 
Natural Gas Act and the Administrative Procedure Act. 
Since the purpose of Mid-America’s show cause motion was 
to provide a hearing, inter alia, on this very issue of juris- 
diction, the Commission's finding that the plant was not 
“‘essential,’? made without recital of or reference to any 
evidence, violates both Section 7(¢) of the Gas Act and 
Section 5 of the Administrative Procedure Act (5 U.S.C. 
1004). For this reason alone, the order is fatally defective 
and must be vacated. 
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4. Wholly apart from the validity of the Commission’s 
finding that the proposed plant was non-essential, we shall 
show that ‘‘essentiality’’ alone cannot be the test of juris- 
Giction under Section 7 of the Natural Gas Act. 
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First, the history and purpose of Section 7 of the Nat- 
ural Gas Act permit no doubt that the Commission should 
approve or disapprove major mainline extraction facilities 
under the public convenience and necessity standard be- 
fore they are constructed, not merely give after-the-fact 
consideration to the rate impact of such facilities when 
they have become fait accompli. Congress, in the 1942 
amendment to Section 7 gave the Commission broad certifi- 
cation powers, primarily because it found (1) that the 
Commission’s rate powers alone could not provide effec- 
tive protection against uneconomic services, once those 


services were constructed, and (2) the power to approve 
facilities before construction is necessary to protect com- 
peting fuel interest.® 


As the Honse Report on the bill (H.R. 5249, 77th Cong.), 
which became the existing Section 7, points out (H. Rep. 
1290, 77th Cong. 1st Sess., p. 3): 


“<The bill when enacted will have the effect of giv- 
ing the Commission an opportunity to scrutinize the 
financial set-up, the adequacy of the gas reserves, the 
feasibility and adequacy of the proposed services, and 
the characteristics of the rate structure in connection 
with the proposed construction or extension at a time 
when such vital matters can readily be modified as 
the public interest may demand. Without such au- 

* For 2 complete analysis of the extensive legislative history of the 1942 
amendment bearing on these points, see Brief for Federal Power Commission, 


FPPC v. Transcontinental Gas Pipe Line Corp., Sup. Ct. No. 45, Oct. Term 
1960, pp. 29-39. 
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thority, the Commission may find itself confronted 
with a situation 


3127 


where it must either accept conditions which appear 
undesirable in the public interest, or require, subse- 
quent to construction, changes which may have much 
more serious practical consequences than they would 
have had if they had been made before the public 
was asked to finance the enterprise. 


‘“‘The bill, as amended, eliminates the objections to 
the present Section 7(c) above mentioned. By this 
legislation * * * the door is opened to the considera- 
tion by the Commission of the effect of construction 
and extensions upon the interests of producers of com- 
peting fuels and competitive transportation interests.”’ 


It is widely recognized that this country is entering a 
period of rapid development of natural gas liquids extrac- 
tion facilities.© We submit that the Commission will find 
it difficult, if not impossible, to protect gas consumers and 
prevent natural gas pipelines subject to its jurisdiction 
from so diverting dedicated reserves and transmission 
capacity contrary to the public interest and from engaging 
in unfair competition in the marketing of natural gas 
liquids if it does not apply and enforce the provisions of 
Section 7 to natural gas liquid extraction facilities before 
they are constructed. Nothing less than vigorous enforce- 
ment of Section 7 in this area is consistent with the Com- 
mission’s responsibilities under the Act, and a de facto 
exemption of such facilities clearly would be directly con- 
trary to the letter and purpose of the Act. 


* Bee, ¢.g., OR $ Gas Journal, March 20, 1961, p. 63. 
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5. Despite the broad scope of Section 7 established by 
the legislative history, the Commission, as stated, appar- 
ently has concluded that, unless an extraction facility is 
‘Sessential’’ to the transportation of natural gas in inter- 
state commerce, it cannot be jurisdictional under the Act. 
If this were the correct test of Commission jurisdiction 
over facilities, many other types of equipment on pipeline 
transmission systems which are clearly not ‘‘essential’’ to 
the operation of the pipeline, would be non-jurisdictional. 
Farther, such a test is directly contrary to the controlling 
precedent on this point, City of Detroit v. FPC, 230 F.2d 
$10 (C.A.D.C. 1955), cert. denied, 352 U.S. 829, holding 
jarisdictional Panhandle Eastern Pipeline Company’s 
Sneed and Liberal extraction plants, despite the fact, duly 
noted by the Court, that the Commission’s order there re- 
versed had expressly stated that: 


‘¢. . . While we believe the evidence shows it to be 
a fact that Panhandle would be able to discontinue 
the extraction of gasoline without incurring serious 
operating difficulties, nevertheless it is also true that 
the reduction in the liquid content of the gas through 
the extraction of the heavier hydrocarbons does im- 
prove the operating efficiency of Panhandle’s pipeline 
system.’’ 13 FPC at 77-78 


It is clear, therefore, that Panhandle’s extraction oper- 
ations were not ‘‘essential’’ to its jurisdictional gas trans- 
portation, since it would not incur ‘‘serious operating 
diffculties’’ if the extractions had been discontinued. 
Nonetheless, the Court of Appeals held the extraction 
operations 
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to be jurisdictional because of the close connection between 
such operations and Panhandle’s transmission and resale 
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' operations, 230 F.2d at p. 820. It follows that the Com- 

: mission’s conclusion of law that the Bushton plant is non- 
jurisdictional because it has found that it is not ‘‘essen- 
tial’? to jurisdictional operations is erroneous as a matter 
of law, and must be modified by the Commission. 


6. It was apparent when Mid-America’s motion was 
filed, prior to the first hearing in this proceeding, that the 
extraction plant, because of its close connection with and 
direct impact upon Northern Natural’s regulated trans- 
mission and sale operations, falls squarely within the hold- 
ing of City of Detroit and is a jurisdictional facility. The 
basic facts leading to this conclusion have merely been 
fully substantiated by Northern’s direct evidence. The 
900,000 Mef of gas per day which Northern proposes to 
deliver to Northern Products amounts to more than 50% 
of Northern’s system capacity at Bushton. According to 
Northern’s Exhibits Nos. 7 and 9, this stream of gas will 
pass through the extraction plant where hydrocarbons will 
be removed from the stream. The extraction will reduce 
the Btu content as well as the volume of the gas. After 
further reduction in volume due to gas drawn off for 
fuel, this impoverished gas stream will be returned to 
Northern’s system where it is to be blended with the bal- 
ance of Northern’s gas stream. As a result of this blend- 
ing of the impoverished gas with other gas, the heating 
value of 


3130 


Northern’s entire gas stream downstream of Bushton will 
be reduced (Exhibit No. 13). Thus, it is a matter of 
record in this proceeding that the extraction plant and the 
lines leading to and from it will serve as conduits for a 
large portion of Northern’s main line gas stream and that 
the extraction of components of the stream as it passes 
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through the plant will change the quality of the entire gas 
stream downstream of Bushton. 


Such a facility, as a conduit, has a function with respect 
to gas transmission which is indistinguishable from 
Northern’s pipeline itself. In addition, the contract be- 
tween Northern and Northern Products (Exhibit No. 8) 
recognizes that the extraction operation will reduce the 
line pressure which must be restored at the output of the 
Bushton station. From these facts alone, the plant is sub- 
ject to Commission regulation just as the pipeline itself 
and transmission facilities affecting pressure such as com- 
pressors are subject to regulation. But, beyond this, the 
extraction plant is a facility which will reduce the heating 
value of the gas stream passing through it to a point below 
which it can be sold by Northern so as to require constant 
meticulous blending operations by Northern to restore the 
main gas stream flowing downstream of Bushton to mini- 
mum tariff standards as to heating value. Even after 
blending there will be a reduction in the heating value of 
the restored main gas stream below its present heating 
value. 


No facility or operation is more directly incident to the 
3131 


transmission of gas than one which, as this, substantially 
affects the basic value attribute of the gas stream trans- 
mitted through the system—its heating content. 


7. Since the filing of Mid-America’s motion, the direct 
case presented by Northern Natural in support of its ap- 
plication has been subject to cross-examination, and the 
record now available to the Commission contains a great 
amount of additional evidence directly supporting the posi- 
tion taken by Mid-America in its motion that the Bushton 
extraction plant, because of its close connection with and 
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direct impact upon Northern Natural’s regulated trans- 
mission and sale operations, falls squarely within the hold- 
ing of City of Detroit and is a jurisdictional facility. Thus, 
the record shows that Northern Natural intends to utilize 
its jurisdictional facilities for the transportation in vapor 
phase of liquifiable hydrocarbons, from the Hugoton Field, 
the Permian Basin and other gas supply areas over the 
hundreds of miles on its main lines north to Bushton, 
Kansas, at a claimed incremental cost falling far short of 
Northern Natural’s actual cost of transporting these 
hydrocarbons (Tr. 625, 679-683, 871); that Northern Nat- 
ural will be required, as a result of the reduction of the 
heating value of its gas delivered to its castomers because 
of the extraction operation, to transport over its main line 
system from its sources of supply to its various jurisdic- 
tional customers substantial volumes of additional lower 
Btu gas (Exhs. 7, 10 


3132 


and 12); that the cost of transporting these additional 
volumes of gas in order to make up to Northern Natural’s 
customers at least some of the loss of heating content re- 
sulting from the operation of the extraction plant will 
be allocated to Northern Natural’s customers, rather than 
to Northern Natural’s extraction operations (Exh. 12; Tr. 
918); that the capacity of the distributing systems of 
Northern Natural’s customers will be permanently and 
significantly reduced, without compensation from Northern 
Natural (Tr. 994-997); and, that the sale by Northern 
Natural of natural gas to its wholly owned subsidiary, 
Northern Gas Products Company, to operate the extrac- 
tion plant, will be subject to rates and delivery conditions 
which discriminate against Northern Natural’s other 
customers in direct violation of Section 4 of the Natural 
Gas Act (Tr. 757). 
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S Mid-America has urged in its intervention petition 
that Northern Natural’s project is contrary to the public 
interest because the extraction operation, and consequently 
Northern Natural in its competition with Mid-America, 
would be subsidized by Northern Natural’s gas customers 
through Northern Natural’s attempt to burden such cus- 
tomers with a substantial part of the costs of an economi- 
cally unfeasible 
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project. This bardening of its gas customers is apparent 
from Northern Natural’s cost allocation presented in its 
Exhibit No. 12 in this proceeding, purporting to rely on 
the Commission’s decision in Panhandle Eastern Pipe 
Line Company, Opinion No. 344, dated April 27, 1961. As 
a result of this allocation, several million dollars in annual 
costs which are entirely incremental in nature (i.e., would 
not be incurred by Northern Natural at all apart from the 
operation of the extraction facility) will have to be paid 
by Northern Natural’s distributor customers, and North- 
ern Natural will be able to transport from the field to 
Bushton liquid hydrocarbons at .3 cents per gallon at a 
time when comparable commercial rates published by Mid- 
America range between .83 and 1.2 cents per gallon. Ac- 
cordingly, Northern Natural will be in a position, by 
saddling its jurisdictional customers with these costs, to 
engage in ruinous competition with Mid-America. If, on 
the other hand, the Northern Natural system extraction 
facilities are treated as jurisdictional under the Natural 
Gas Act and Northern Natural is required to absorb any 
loss resulting from the operation of the extraction plant 
after proper assignment of costs to the extraction opera- 
tion, both Mid-America and Northern Natural’s gas cus- 
tomers will be protected against injury caused by this 
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project, to the extent that the Natural Gas Act permits 
and requires. 


As Mid-America’s motion points out, the liquid hydro- 
carbon extraction industry is growing at a treemndous 
‘vate, and many pipeline companies are considering the 
construction of 
; $134 
‘ such facilities at various points on their transmission 
' systems. The Northern Natural project provides a vivid 
example of the danger to the public and to effective gas 
' regulation if such pipelines are permitted to constract 
facilities of this type without any effective Commission 
control. 


9. Assuming arguendo that the Commission finds that 
the facilities for which certificates are ultimately sought 
' by Northern Natural serve an unfulfilled public need and 
- are therefore required by the public convenience and 
necessity, the Commission should condition any certificate 
granted to Northern Natural to require that Northern 
Natural receive from its wholly owned subsidiary, North- 
ern Gas Products Company, @ price for the heat energy 
taken from Northern Natural’s line which will compensate 
Northern Natural for all of the full costs incurred as a 
result of placing the extraction plant on Northern Nat- 
ural’s line. Anything less than such a certificate condi- 
tion would make it possible for Northern Natural in its 
subsequent rate increase filings to include a substantial 
part of such costs in its jurisdictional rate base where they 
would be paid for by the gas customers, at the very least 
on a contingent basis, thus permitting Northern Natural 
to continue its subsidized competition with Mid-America. 


3135 


Should the Commission for any reason be unwilling to 
impose an appropriate certificate condition, it is impera- 
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tive that it treat the extraction facilities as jurisdictional 
in order to retain some control over the distribution of 
costs between the utility and extraction plant service. 


Coxcirsion 


For these reasons, it is requested that the Commission 
vacate and grant rehearing of its order of June 23, 1961, 
denying Mid-America’s motion for a show cause order, 
and that it enter an order requiring Northern Natural and 
Northern Gas Products Company to show cause, within 
15 days of the Commission’s order, why they should not 
be required to file applications for certificates of public 
convenience and necessity seeking authorization for the 
proposed extraction plant, and connecting facilities not 
covered by the existing application. 


Respectfully submitted, 


J. Davm Mayy, Jr. 

Wiuuusm W. Ross 
Morgan, Lewis & Bockius 
1120 Connecticut Avenue, N.W. 
Washington 6, D. C. 


Perer W. ASHER 
Dorr, Hand, Whittaker & Watson 
61 Broadway 
New York 6, New York 


Counsel for 
Mid-America Pipeline Company 


Dated: July 24, 1961 
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Orper DenyinGc APPLICATION OF 
Mi-Am_erica Piretine CoMPANy ror REHEARING 


(Issued August 23, 1961) 


On July 24, 1961, Mid-America Pipeline Company (Mid- 
America) filed herein an application for rehearing of the 
Commission’s order of June 23, 1961, denying Mid- 
America’s motion to show cause why Northern Natural 
Gas Company (Northern) and Northern Gas Products 
Company (Northern Products) should not be required to 
file an application for a certificate of public convenience 
and necessity authorizing the construction and operation 
of the proposed hydrocarbon extraction plant at Bushton, 
Kansas, and the pipeline connections between such plant 
and Northern’s transmission system. 


As grounds for said application, Mid-America alleges 
that the application of Northern seeks a certificate author- 
izing the installation of certain relatively minor pipeline 
improvements and new facilities on its main transmission 
system within the State of Kansas, so as to utilize 
Northern’s transmission facilities to transport liquefiable 
hydrocarbons contained in the gas stream to a large 
extraction plant which has been constructed near 
Northern’s compressor station at Bushton, Kansas to be 
operated by Northern’s wholly owned subsidiary, Northern 
Products. Mid-America states that Northern’s and 
Northern Products’ plans for the extraction of liquids at 
Bushton and the transportation of the liquids beyond 
Bushton would be directly competitive with Mid-America’s 
service. 


Mid-America complains, among other things, of the 
denial of its motion for an order to show cause because, 
it says, the Commission’s denial is on the sole stated 
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ground that the ‘‘construction and operation of the pro- 
posed hydrocarbon extraction plant at Bushton, Kansas, is 
not essential to the transportation of natural gas in inter- 
state commerce or to the sale in interstate commerce of 
natural gas for resale.”* 


Mid-America says the purpose of its motion was to 
provide a hearing on the subject of jurisdiction. Mid- 
America’s motion also incorporates the allegations of its 
motion to show cause. 


This issue of jurisdiction was before the Commission in 
the case of In re Panhandle Eastern Pipe Line Company, 
e@ al., 12 FPC 686, 1.c. 697, affirmed by the Commission on 
October 23, 1953 and reported at 12 FPC 706. 
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The Commission in that case made a specific finding that 
the proposed extraction plant to be constructed and owned 
by National Petro-Chemicals Corp. but operated by Pan- 
handle at the entire expense of Petro-Chemicals, and 
through which a continuous stream of natural gas would 
flow, as well as the facilities incidental to said extraction 
plant* were not facilities for the transportation or the sale 
for resale of natural gas in interstate commerce. Instead, 
the Commission said that the primary function of the 
extraction plant and the facilities incidental thereto was 
extraction of hydrocarbons, not transportation. 


Contrary to the statement of movant in its original 
motion to show cause, this decision was not overruled by 


2The 24-inch service line constructed by Petro-Chemicals, the valve and 
comnection which Panhandle has installed between its main line 200 and the 
YAineh service line, and also meters ‘‘A’’ and ‘‘B’? installed by Panhandle 
om the service line as it lads to and comes from the extraction plant, the 
functions of which facilities were to provide and measure a stream of natural 
gas from which ethane and the heavier hydrocarbon gasses were to be extracted. 
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the case of City of Detroit v. F.P.C., 230 F. 2d 810. As 
' pointed out in our order of June 23, 1961, the cases cited 
by Mid-America, ie., City of Detroit v. F.P.C., 230 F. 2d 
; 810, 819-821 (CADC 1955) cert. den. 352 U.S. 829 (1956) ; 
Cities Service Gas Co. v. F.P.C., 155 F. 2d 694, 703 (CA10 
| 1946), cert. den. 329 U. S. 773 (1946); Hope Natural Gas 
Co. v. F.P.C., 134 F. 2d 287, 307-308 (CA4 1943) rev’d on 
other grounds 320 U.S. 591 (1943), related to the crediting 
| to the cost of service of the natural gas companies the 
' revenues received from the operation of extraction plants. 
‘ These cases did not hold that the companies should obtain 
certificates to construct facilities, the primary function 
: of which was the extraction of hydrocarbons. 


The Commission finds: 


The application of Mid-America Pipeline Company for 
rehearing of the Commission’s order denying motion for 
an order to show cause issued June 23, 1961, sets forth no 
new facts or principles of law which were not fully con- 
sidered by the Commission when it issued said order of 
June 23, 1961, or which having now been considered war- 
rant any change or modification of said order. 
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products and are not facilities for the transportation of 
natural gas in interstate commerce or the sale in interstate 
commerce of natural gas for resale within the purview of 
Sections 1 (b) and 7 (c) of the Act. It is claimed by 
Northern that the reduction in line pressure at Bushton 
Station and the contemplated reduction in Btu content of 
the natural gas flowing downstream from Bushton are 
incidents of the extraction process and not of the trans- 
portation of the gas. 


The answer points out that the decisions in the Cities 
Service and Hope cases cited by Mid-America involve rate 
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cases and affirmed the Commission’s action in crediting to 
the natural gas companies the net revenues received from 
the operation of the extraction plants. 


The Commission having considered the allegations of said 
motion and of the answer filed thereto finds: 


The construction and operation of the proposed hydro- 
carbon extraction plant at Bushton, Kansas is not es- 
sential to the transportation of natural gas in interstate 
commerce or to the sale in interstate commerce of natural 
gas for resale, and is, therefore, not subject to the jurisdic- 
tion of this Commission. 


The Commission orders: 

The motion of Mid-America for an order to show cause 
why Northern Natural Gas Company and Northern Gas 
Products Company should not be required to file applica- 
tions for certificates of public convenience and necessity, 
and for other relief be and the same is hereby denied. 
By the Commission. 

JoserH H. Gurrme, 
Secretary 
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Offer of Settlement 
(Filed October 19, 1961) 
Pursuant to the provisions of Section 1.18(e) of the Com- 
mission’s Rules of Practice and Procedure and in order 
to facilitate the most prompt disposition of this proceeding, 


Northern Natural Gas Company (Northern), the applicant, 
herewith submits the following Offer of Settlement: 


I. 


After receipt of a certificate of public convenience and 
necessity from the Commission, satisfactory to Northern, 
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authorizing the construction and operation of the facilities 
i govered by the application and record made at this Docket, 
‘Northern, pursuant to the terms of Section 4 of the Natural 
‘Gas Act and applicable Commission Rules, will file rate 
' schedules with the Commission, to be effective coincident 
‘with Northern making initial deliveries of natural gas to 
Northern Gas Products Company (Products Company) at 
the latter’s Bushton, Kansas, Extraction Plant pursuant to 
the aforesaid certificate, which will accomplish the follow- 
ing: 
$237 
(i) A uniform reduction in Northern’s then effective 
zoned demand charges for Contract Demand (CD) 
and Pipeline (PL) Rate Schedules under its F.P.C. 
Gas Tariff, First Revised Volume No. 1, which will 
result in a reduction of $1,000,000 in the annual 
revenues produced by such demand charges. 


(ii) A further uniform reduction of 6¢ in the demand 
charges resulting from the reductions set forth in (1) 
above; provided, Northern’s customers have entered 
into and the Commission permits to become effective, 
service agreements providing for an increase in the 
contract demands of such customers of one and one- 
half percent (1.5%) over the contract demands in 
effect on October 27, 1961. 


(iii) A uniform reduction of seventy-six one-hundredths 
of one cent (.76¢) in Northern’s then effective zoned 
commodity charges for Contract Demand (CD), 
Pipeline (PL), Interruptible Overrun (R) and Pipe- 
line Overrun (PO) Rate Schedules under its F.P.C. 
Gas Tariff, First Revised Volume No. 1. 


Such filings, if necessary, will be accompanied by a request 
for whatever waiver of notice is required to permit the 
aforesaid filings and service 


323 


(3238) 
3238 


agreements to become effective coincident with the com- 
mencement of deliveries of gas by Northern to Products 
Company under the aforesaid certificate. 


I. 


The Offer to make the proposed rate filings described 
above follows upon conferences held by Northern and 
representatives of Northern’s principal jurisdictional 
resale customers who are parties to the above-captioned 
proceedings. These proposed rate filings are designed to 
assure that Northern will, at the time specified, act so as 
to reduce its rates to its jurisdictional customers to reflect 
the benefits to its pipeline cost of service occasioned by the 
initiation of deliveries to Products Company at the 
Bushton Extraction Plant. Additionally, by making the 
adjustments proposed in paragraph J, (ii) and (ili) above, 
Northern is farther acting to assure that none of its resale 
customers will be adversely affected by reason of deliveries 
to Products Company’s Bushton plant but will, in fact, be 
kept whole in connection therewith. In short, the rate 
filings proposed will assure an appropriate and timely 
reduction in Northern’s jurisdictional resale rates by 
reason of and as a result of its being certificated to make 
deliveries to Products Company’s Bushton Extraction 
Plant. 


Northern is serving a copy of this Offer of Settlement 
upon each of its jurisdictional customers and all other 
parties to this proceeding. 
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It is expected that Northern’s resale customers and other 
interested parties will promptly advise the Commission of 
their positions with respect to this Offer. 
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Til. 


At Transcript Pages 1546-49 Northern’s Counsel moved 
‘for Omission of the Intermediate Decision in this pro- 
ceeding. That Motion, together with supporting and 
opposing comments thereon, has been certified and reported 
to the Commission by the Presiding Examiner pursuant 
_ to the provisions of Section 1.30(c)(3) of the Commission’s 
' Rules. A schedule for the filing of Initial and Reply Briefs 
has been prescribed. 


Northern, once again, urges the Commission forthwith 
‘to enter its Order Omitting the Intermediate Decision in 
this proceeding. Northern cannot begin making deliveries 
to the Bushton Extraction Plant until the Commission 
issues its certificate authorizing the construction of 
facilities and the operations applied for herein. The Com- 
| mission has twice heretofore found that the Bushton 
| Extraction Plant is a non-jurisdictional facility and that 
no certificate is required for its construction or operation 
' (Northern Natural Gas Company, Docket No. CP 61-132, 
: Orders issued June 23, 1961, and August 23, 1961). That 
Plant has been constructed and is ready to commence 
' operations as soon as Northern can begin making deliveries 
of gas to it. 


The Offer made herein demonstrates, without caveat, 
that the 
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public interest will be served by positive benefits in the 
form of adjusted and reduced rates which can be obtained 
for Northern’s resale utility customers by permitting 
Northern to make deliveries to the Bushton Extraction 
Plant. In short, a rate reduction in the amount of 
$1,000,000 per year can be made a reality when Northern 
begins making deliveries to the Bushton Extraction Plant. 
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The public interest urgently requires that such a benefit 
be made available at the earliest possible time. 


Waessross, Northern urges the Commission forthwith 
to issue its Order Omitting the Intermediate Decision in 
this proceeding; and upon consideration of the record 
herein, this Offer of Settlement and the Responses or 
Answers filed thereto, the Briefs of the parties to be sub- 
mitted herein and such Oral Argument as it may be deemed 
appropriate to hear, promptly to enter its further Order 
issuing a certificate of public convenience and necessity 
to Northern as requested in the Application filed and record 
made at this Docket No. CP 61-132. 


Respectfully submitted, 
NogTHERN Natura Gas CoMPANY 


By Wiis A. Srravss 
Willis A. Strauss, 


President 

Lawrence I. Shaw 
F. Vinson Roach 
Daniel B. O’Brien, Jr. 

2223 Dodge Street 

Omaha 1, Nebraska 

3274 
Amendment to Offer of Settlement 
(Filed October 27, 1961) 


On October 19, 1961, Northern Natural Gas Company 
filed an Offer of Settlement with the Federal Power Com- 
mission pursuant to the provisions of Section 1.18(e) of 
the Commission’s Rules of Practice and Procedure. Said 
Offer of Settlement was made in order to facilitate the most 
prompt disposition of this Proceeding. Conferences have 
been held by Northern and representatives of Northern’s 
principal jurisdictional resale customers who are parties 
to the above captioned proceedings since the filing of the 
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Offer of Settlement. As a result of these discussions and 
again, in order to facilitate the most prompt disposition 
of this proceeding, Northern Natural Gas Company 
(Northern), the applicant, submits the following Amend- 
ments to its previous Offer of Settlement: 


I. 
In lieu of Paragraph (ii) on Page 2 of the Offer of Settle- 
ment, the following shall be inserted: 


(ii) A further uniform reduction of 10¢ in the demand 
charges resulting from the reductions set forth 


$275 
in (i) above; provided, Northern’s customers have 
entered into and the Commission permits to become 


effective, service agreements providing for an in- 
crease in the contract demands of such customers 


of two and one-half percent (2.5%) over the con- 
tract demands in effect on October 27, 1961. 


II. 


There shall be inserted after Paragraph (iii) on Page 2 
of the Offer of Settlement, the following paragraph: 


(iv) Heating Value: 


The heating value of the gas delivered shall be 
determined by recording calorimeters. Such 
calorimeters shall be adjusted to record the gross 
heating value per cubic foot of the gas delivered. 
Such calorimeters shall be owned, operated and 
maintained by Northern at a point on Northern’s 
mainline downstream from the point where all gath- 
ering, processing and extraction is completed. 


The heating value of the natural gas received by 
Northern from its several sources of supply may 
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vary, but it is expected that the average annual 
gross heating value of the gas delivered will be 
985 Btu per cubic foot. If the heating value is 
less than 985 Btu per cubic foot, adjustments 
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will be made as follows: 


(a) The weighted average annual Btu content of 
the gas delivered during the first twelve month 
period after the commencement of operation of 
Northern Gas Products Company’s Bushton 
Extraction Plant shall be determined. 


At the end of each succeeding six-month period, 
the weighted average annual Btu content of the 
gas delivered during the immediately preceding 
twelve-month period shall be determined. 


If the weighted average annual Btu content of 
the gas, as determined in sub-sections (a) and 
(b) hereof, falls 5 Btu below 985 Btu per cubic 
foot, adjustments will be made in the form of 
a gas measurement factor for each multiple of 
five (5) Btu per cubic foot below 985 Btu per 
cubic foot. Such adjustment shall be made to 
the gas delivered for the next succeeding six 
(6) months. 


In order to determine the billing volume of gas, 
the measured volumes of gas delivered shall be 
multiplied by a fraction, the numerator of 
which shall be 985 Btu, minus the deficiency 
below 985 Btu measured by each 5 Btu 
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or any multiple of 5 Btu’s which represents 
the average Btu content of the gas delivered 
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during the immediately preceding twelve- 
month period, and the denominator of which 
shall be 985 Btu. 


_ The tariff language proposed herein, relating to ‘‘heating 
' value’”’, is proposed in lieu of the language proposed in 
Exhibit 13 of this docket and will, when filed and accepted 
py the Federal Power Commission, replace sub-section 
(1.2) (e), “Heating Value’’ of the General Terms and 
conditions of Northern’s currently effective FPC Gas 
Tariff, First Revised Volume No. 1. 


Til. 


Northern again respectfully requests the Commission to 
reconsider its Order Denying Motion to Omit the Inter- 
mediate Decision Procedure issued in this proceeding on 
October 20, 1961, and upon such reconsideration to enter 
its Order granting such Motion to Omit as originally 
requested. Northern believes that its Offer of Settlement 
as amended herein will meet with the approval of all of 
Northern’s jurisdictional resale customers. Under these 
circumstances, Northern again submits that the public in- 
terest will be served by the rapid disposition of this pro- 
ceeding and that there are no complex issues in this case 
which would make it preferable to have an initial decision 
of either of the Trial Examiners who separately heard 
portions of this proceeding. The public interest urgently 
requires that the increased benefits to be derived from the 
lower demand charge proposed in this amended offer 
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be made available at the earliest possible time. 


Wuererore, Northern respectfully requests the Commis- 
sion to reconsider its Order Denying Motion to Omit Inter- 
mediate Decision Procedure issued herein on October 20, 
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1961 and upon such reconsideration to enter its Order 
granting the Motion to Omit as made by Northern’s 
Counsel at Pages 154649 of the Transcript of Proceedings 
herein. 

Respectfully submitted, 


NorTHern Natura, Gas Company 


By Ervest B. BuEase 
Ernest B. Blease 
Vice-President 
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WESTERN UNION 


HONORABLE J H GUTRIDE, SEC OF FEDERAL POWER COMMISSION 
WaASHDC 


RE: DOCKET CP6€1-132 NORTHERN NATURAL GAS CO. CENTRAL 
NATURAL GAS CO CONCURS IN THE SETTLEMENT REACHED BY 
NORTHERNS CUSTOMER COMMITTEE AND NORTHERN NATURAL 
GAS CO AND URGES SETTLEMENT OF THIS CERTIFICATION 
DOCKET. THIS CONCURRANCE IS AS FILED BY NORTHERN AND 
AMENDED BY NORTHERN AND FURTHEE AMENDED BY AGREE- 
MENT WITH CUSTOMER COMMITTEE 


GEORGE I JAMES VICE PRESIDENT CENTRAL NATURAL GAS CO 
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Response of Certain Intervenors to Offer of Settlement 


The undersigned intervenors, all of whom are public 
utility customers of Northern Natural Gas Company 
(Northern), advise the Commission as follows with respect 
to the ‘‘Offer of Settlement’ dated October 18, 1961 as 
amended October 26, 1961 and tendered by Northern: 


1. The offer of settlement as amended would not in fact 
make the intervenors whole as Northern has repeatedly 
stated it proposes to do because: 


(a) The reduction in demand charges and the increase 
in contract demand quantities are not adequate; 
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(b) The provisions relating to heating value obligations 
of Northern are not adequate; and 


(c) There is @ failure to deal with the issue of allocation 
of costs between the proposed sale by Northern to 
Northern Gas Products Company (Products Company) 
and Northern’s other sales. 
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9. Even though we believe that the settlement proposals 
referred to in 1(a) and 1(b) above are inadequate, we 
might consent to those proposals if a proper allocation 
referred to in 1(c) above was included in the settlement. 
In our opinion there can be no satisfactory settlement 
unless the problem of allocation is covered in some appro- 
priate manner. 


3, The importance of the allocation issue has been 
recognized by all parties to the proceeding: Northern 
presented an allocation exhibit in its Application (Tab. 12 
to Second Supplement) and again as part of its direct 
case (Ex. 12); many of the distributor-intervenors joined 
in sponsoring allocation exhibits (Exs. 41, 42, 43); and 
Mid-America Pipeline Company sponsored still another 
allocation exhibit (Ex. 47). Northern’s main brief on the 
merits, filed on November 1, 1961, devotes at least seven 
pages to allocation. 


We recognize that allocation is normally an issue in rate 
cases rather than certificate cases. However, we believe 
that the present situation is unusual and calls for a 
departure from that practice. This stems from the fact 
that an inherent part of Northern’s project for which it 
seeks a certificate is a twenty-year contract for the sale of 
gas to Products Company at 46 cents per MCF with pro- 
vision for renegotiation upward or downward only if both 
parties agree. It must be kept in mind that the two parties 
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to this contract are Northern and a wholly owned sub- 
sidiary. 
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Northern itself has taken the position that the contract 
price is directly in line with a proper cost allocation: thus 
its allocation exhibit (Ex. 12), which it stoutly defends in 
its brief, shows an allocated cost of 45.3¢ based on the over- 
all cost of service reflected in its most recent rate filing. 
On the other hand, using the same overall cost figures, 
Exhibits 41, 42 and 47 show allocated costs of 59.4¢, 62.1¢ 
and 99.5¢, respectively. Of course, over a twenty-year 
period, with rising costs of purchased gas and otherwise, 
the properly allocated cost may be expected to rise higher 
and higher in relation to the contract price of 46¢. Again, 
if the propane market should deteriorate Northern and its 
subsidiary could, without the necessity of any regulatory 
approval, reduce the contract price. Thus it is our posi- 
tion that the contract price is presently out of line, and, in 
time, is likely to become even more out of line on the basis 
of a proper allocation of costs. 


The contract price between Northern and Products Com- 
pany would be immaterial to the undersigned if we had the 
assurance that future allocations would protect us; but we 
know from recent experience (Docket G-19040) that 
Northern has strenuously resisted any allocation method 
which produces an allocated cost higher than its existing 
contract prices. On the other hand, if the issue of alloca- 
tion is not resolved at this time, 
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we necessarily must be concerned with the terms of the 
twenty-year contract. We believe that this problem must 
be faced and dealt with at this time and that the most 
effective and appropriate manner of dealing with it would 


332 


(3306) 


‘be for Northern to agree, as part of any settlement, to an 
' adequate resolution of the allocation problem. 


Accordingly the undersigned respectfully suggest that 
' settlement conference be held at an early date in 
accordance with the provisions of Rule 1.18(e) of the Rules 

: of Practice and Procedure of this Commission. 


NorTHern Ixtrvois Gas ComPaNy 
Towa Power ann Licur CoMpaNy 


Towa Execrric Licat & Power Company 


NorTHwEsTERN Pusuic Service CoMPANY 
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Response to Offer of Settlement 


The undersigned customers of the applicant, all being 
interveners in this proceeding, hereby accept applicant’s 
offer of settlement, dated October 18, 1961, as amended on 
October 26, 1961, subject to the following modifications. 


I. 


The tariff language proposed in Exhibit 13 relating to 
‘‘Heating Value”’ will not be eliminated. Paragraph (iv) 
of the Amendment to Offer of Settlement shall read: 


(iv) Heating Value: 


The heating value of the gas delivered shall be 
determined by recording calorimeters. Such calorim- 
eters shall be adjusted to record the gross heating 
value per cubic foot of the gas delivered. Such 
calorimeters shall be owned, operated and main- 
tained by Northern at a point on Northern’s main- 
line downstream from the point where all 
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gathering, processing and extraction is completed. 


The heating value of the natural gas received by 
Northern from its sources of supply may vary, but 
it is expected that the gross heating value of the gas 
delivered will not be less than 975 nor more than 
1025 Btu per cubic foot. However, if in any month 
the arithmetic average of heating values recorded 
hourly by Northern’s calorimeter shall be less than 
975 Bta per cubic foot, then the volume of gas 
delivered during such month shall be computed by 
multiplying the volume computed as provided in 
Section (1.2) (a) of these General Terms and 
Conditions by a fraction whose numerator shall be 
such arithmetic average heating value and whose 
denominator shall be 975. 


If the average annual gross heating value of the gas 
delivered is less than 985 Btu per cubic foot, adjustments 
shall be made as follows: 


(a) The weighted average annual Btu content of the 
gas delivered during the first twelve month period 
after the commencement of 


3308 


operation of Northern Gas Products Company’s 
Bushton Extraction Plant shall be determined. 


At the end of each succeeding six-month period, the 
weighted average annual Btu content of the gas 
delivered during the immediately preceding twelve- 
month period shall be determined. 

The minimum monthly Btu to be applied in the 
determination of the weighted average annual Btu 


content, as determined in subsections (a) and (b) 
hereto, shall be 975. If such weighted annual Btu 
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content of the gas falls 5 Btu below 985 Btu per 
cubic foot, adjustments will be made in the form 
of a gas measurement factor for each multiple of 
five (5) Btu per cubic foot below 985 Btu per cubic 
foot. Such adjustment shall be made to the gas 
delivered for the next succeeding six (6) months. 


In order to determine the billing volumes of gas, 
the measured volumes of gas delivered 
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shall be multiplied by a fraction, the numerator of 
which shall be 985 Btu, minus the deficiency below 
985 Btu measured by each 5 Btu or any multiple 
of 5 Btu’s which represents the average Btu content 
of the gas delivered during the immediately preced- 
ing twelve-month period, and the denominator of 
which shall be 985 Btu. 


II. 
We have been advised by Northern Natural Gas Com- 


- pany that they will accept the foregoing modifications to 
| Sts settlement offer and will so advise the Commission. 


Ii. 


The undersigned intervenors respectfully request the 
Commission to approve Northern’s settlement offer as 
modified herein. 


We believe that a proposal to settle Northern’s rate 
filing in Docket No. G-19040 will also be filed with the 
Commission in the very near future. If the issues in 
Dockets No. G19040 and No. CP 61-132 are determined 
promptly, Northern’s utility customers will know for the 
first time in over four years the price being paid for gas 
being purchased. This will also enable the ultimate con- 
sumers to pay rates that are not subject to refund or 
adjustment. 
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Therefore, we submit that prompt disposition of the 
issues in this docket is highly desirable and urgently 
required by the public interest. 


Waererors, the undersigned interveners respectfully 
request the Commission to take all the necessary steps, 
including the omission of the intermediate decision pro- 
cedure, in order to effectuate the settlement as modified 
herein at the earliest possible date. 


Respectfully submitted, 


Norra Cestran Pusuic Service ComMPANy 

Crry or DcutvutsH, Mrxnesota 

GreEeLey Gas Company 

IsterstaTE Power Company 

Jowa-Inurxois Gas & Execrrtc Company 

Iowa Pusuic Service Company 

MerropouiTan Urmiris Disrricr 

Mryxseapous Gas Company 

Mousicrpau Gas Urmiry or tHe Crry oF 
Cepar Fauis, Iowa 

NorrHern States Power Company 
(Murxw.) 

NorTHern States Power Company 
(Wisc.) 

Svupzzion Water, Licut & Power 
Company 

Western Power & Gas Company 
(formerly Central Electric & 
Gas Company) 

Wrimar Gas Company, Ino. 


By Luoyp J. Marri, Attorney 
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Mm-Amenrica Prretixe ComPpaxy 


1437 South Boulder Avenue 
Tulsa, Oklahoma 


November 9, 1961 


The Honorable Joseph H. Gutride 
Secretary 

Federal Power Commission 
Washington 25, D. C. 


Re: Northern Natural Gas Company, 
Docket No. CP61-132 


Dear Mr. Gutride: 


I would like to call the Commission’s attention to what 
may be a serious violation of Section 7(c) of the Natural 
Gas Act by Northern Natural Gas Company which should 


be promptly investigated by the Commission. 


Northern, in Docket No. CP61-132, sought authorization 
from this Commission to construct and operate certain 
facilities on its mainline transmission system necessary 
to transport and deliver gas to a natural gas liquids ex- 
traction plant to be located adjacent to Northern’s Bush- 
ton compressor station. Mid-America Pipeline Company 
was permitted to intervene in this proceeding and has 
opposed Northern’s application on various grounds set 
forth in its pleadings and evidence in the record. The 
hearings have been concluded and the matter is now before 
the Examiner for decision, inasmuch as the Commission 
denied Northern’s motion to omit the intermediate decision 
procedure by order issued October 20, 1961. 


Norther in this proceeding specifically sought certifi- 


cate authorization to install and operate the following 
facilities (Tr. 87, Exh, 5): 
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(a) Compressor facilities—$2,804,600 
(6,000 hp (3-2000 hp units) at Bushton station). 


(b) Connecting facilities—$317,800 
(Over one mile of connecting 30” and 20” lines). 


(c) Measurement facilities—$69,900. 
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(d) Mainline pipeline improvements—$435,300. 
These facilities, with the exception of the mainline 
improvements are all shown in diagram on page 
6 of Northern’s Exhibit 7. 


We have been reliably informed that the above facilities 
and modifications, or a material part of them, have already 
been installed without authorization. Specifically: 


(a) The connecting lines shown on Exh. 7 are in- 
stalled and connected to the extraction plant; 


(b) The controls and calorimetric equipment has been 
installed and connected to the system; 


(c) One 2,000 hp compressor has apparently been in- 
stalled, and may be connected to the system, as 
shown in Exh. 7; 


(da) Northern is, or has been, delivering natural gas 
from its mainline to Northern Gas Products who 
im turn has been using it to fire the extraction 
plant boilers, and also to fuel a gas engine driven 
generator. 


(e) The various mainline improvements apparently 
have been completed; See Tr. 92. 


It is not known whether or not the extraction plant has 
actually been ‘‘placed on line”? and extraction operations 
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conducted on a test basis. However, it appears that the 
plant could be operated on a few hours notice. 


The Commission will recognize that it has not been 
‘possible for Mid-America to obtain access to Northern’s 
property and personnel to check in detail the accuracy of 
‘the foregoing observations. However, from the informa- 
tion available to us, it would appear virtually certain that 
Northern has in fact installed a material part of the facili- 
ties for which it seeks authorization in this proceeding. 


Should Commission investigation confirm that Northern 
“has willfully violated Section 7(c) of the Act, Mid-America 
‘ urges the Commission to issue an order directing Northern 
‘to show cause, within a reasonable time, why Northern’s 
_ application for a certificate authorizing it to construct and 
' operate the foregoing facilities should not be summarily 

denied, without further proceedings, 
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on the ground that Northern has conclusively demonstrated 
that it is not ‘‘able and willing properly * ° * to conform 
. to the provisions of the Act and the requirements, rules, 
and regulations of the Commission,’’ pursuant to Section 
-7(e); and that it comes to the Commission with unclean 
i hands. See F.C.C. v. WOKO, 329 US. 223: Calumet Broad- 
casting Corp. Vv. F.C.C., 160 F.2d 285 (D.C. Cir. 197); 
and ICC decisions denying motor carrier certificates of pub- 
' Tie convenience and necessity on the primary ground that 
the applicant had unlawfully and prematurely engaged in 
the service sought in its application. Poole, 78 MCC 685; 
Gentry, 78 MCC 473; Hout. 7S MCC 437; Chamberlain's 
Trailor Transpt., 72 MCC 775; Hauff Transfer, 72 MCC 
563; Landon Transfer, 71 MCC 224; Fortier Transp. Co., 
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68 MCC 653; Davis, 63 MCC 728; Kunan, 61 MCC 482; 
Hurley, 54 MCC 362; Trioli Extension, 53 MCC 212; and 
Hughes Transp., 46 MCC 603. 


Sincerely yours, 


Rosert E. THomas, 
President, 
Mwm-America Prrevrxe Company 
1437 South Boulder Avenue 
Tulsa 19, Oklahoma 


: Rates Sprirzer, Ese. 
General Counsel 
Federal Power Commission 
Washington, D. C. 


Wuurs A. Sreavss, President 
Nogerngenx Natvrat Gas Company 
2223 Dodge Street 


Omaha 1, Nebraska 


Jcstrx BR. Worr, Ese. 
1625 K Street, N. W. 
Washington, D. C. 


J. Dav Maxx, Jr. 

Wruius W. Ross 

Mozcax, Lewis & Bocrrvs 
1120 Connecticut Avenue, N. W 
Washington 6, D. C. 
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NORTHERN NATURAL GAS COMPANY 
2223 DODGE STREET 
OMAHA 1, NEBRASKA 


November 14, 1961 


Joseph H. Gutride, Secretary 
Federal Power Commission 
Washington 25, D. C. 
Re: Northern Natural Gas Company 
Docket No. CP61-132 


Dear Mr. Gutride: 


Under date of October 18, 1961 and as amended on 
October 26, 1961, Northern Natural Gas Company 


(Northern) filed an Offer of Settlement in the above- 
entitled proceeding. 


On November 8, 1961, 14 of Northern’s gas distribution 
company customers, over the signature of Lloyd J. Marti, 
Attorney, filed a Response to Northern’s Offer of Settle- 
ment in which they accepted that Offer of Settlement pro- 
provided that Paragraph (iv) thereof was amended to 
read in the manner set forth in Paragraph I of the 
Response. 


This is to advise that Northern is agreeable to and does 
hereby amend Paragraph (iv) of its Offer of Settlement 
so that said Paragraph shall read as specified in the 
Response filed by these 14 customers. 


On November 13, 1961, 4 of Northern’s customers filed 
a separate Response to Northern’s Offer of Settlement. 
This four-company response does not state clearly whether 
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the four signatories accept or reject Northern’s Offer of 
Settlement. The four companies ‘‘suggest’’ that a further 
conference be held respecting the Offer of Settlement. 


It is Northern’s view that, in the light of the full record 
made in the instant proceeding and having regard to the 
status of the case at this time, no useful purpose would be 
served by the holding of such a conference. The matters 
which might be discussed at such a conference can and 
properly should be resolved in proceedings regarding 
Northern’s rates and charges, not in a certificate proceed- 
ing. 
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One of Northern’s customers, Minnesota Valley Natural 
Gas Company, has rejected the Offer of Settlement as per 
its telegram of November 7, 1961 addressed to the 
Secretary. Minnesota Valley Natural Gas Company is the 


only one of Northern’s customers which has rejected the 
Offer of Settlement. 


In its Offer of Settlement, and in other filings made in 
this proceeding, Northern has directed the Commission’s 
attention to the fact that approval of its instant application 
will bring positive benefits to all of Northern’s resale 
customers in the form of adjusted and reduced rates. 
Northern has also brought to the Commission’s attention 
the fact that these benefits cannot accrue unless and until 
Northern promptly receives the certificate requested in this 
proceeding. Northern reiterates these statements. 


Northern once again urges the Commission forthwith to 
issue its Order Omitting the Intermediate Decision Pro- 
cedure in this proceeding, and upon consideration of the 
record herein, the Offer of Settlement and the Responses 
filed thereto, the briefs of the parties to be submitted here- 
in, the statements made in this letter and such oral argu- 
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ment as it may be deemed appropriate to hear, promptly 
to enter its further order issuing a certificate of public 

' convenience and necessity to Northern as requested in the 
application filed and record made at this Docket No. 
CP61-132. 


A copy of this letter is being served upon all parties to 
this proceeding. 
Respectfully submitted, 


NortHern NaturaL Gas Company 


By /s/ W. A. Stratss 
W. A. Strauss, President 
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NorrHern NaturaL Gas Company 
2223 Dodge Street 
Omaha 1, Nebraska 


November 20, 1961 


Joseph H. Gutride, Secretary 
Federal Power Commission 
441 ‘‘G’’ Street, N. W. 
Washington 25, D. C. 


Re: Northern Natural Gas Company, 
Docket No. CP 61-132. 


Dear Mr. Secretary: 
This will reply to your letter dated November 17, 1961. 


As you know, Northern Natural Gas Company (North- 
ern) has received a copy of a letter addressed to you under 
date of November 9, 1961, over the signature of Robert E. 
Thomas, identified as President of Mid-America Pipeline 
Company (Mid-America). You are already aware of the 
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fact that Mid-America is a recently organized ‘‘for hire”’ 
earrier of liquefied petroleum gases which has been in 
operation for something less than two years. 


Mr. Thomas’ letter, which was not submitted under oath, 
requests the Commission to institute an investigation of 
Northern in connection with an allegation that Northern 
may have committed what is vainly described as a ‘‘ser- 
ious violation’’ of the Natural Gas Act. The allegations 
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upon which the request is predicated are detailed at page 
2 of Mr. Thomas’ letter. Each is discussed below, together 
with a recital of the facts, as distinct from surmise or 
supposition, pertaining thereto. 


Mr. Thomas states that he has been ‘‘reliably informed’? 
that ‘‘one 2,000 hp compressor has apparently been in- 
stalled, and may be connected to the system, as shown in 
Exh. 7.’? No such compressor has been installed. Two 
2,000 hp engines have been delivered to the Bushton, 
Kansas, plant site and are now sitting in the plant yard. 
Materials for the lines leading from and appurtenant facili- 
ties to be connected to the suction and discharge side of 
these engines are on hand. When certificated at Docket 
No. CP 61-132, as Northern confidently expects that it will 
be, Northern will install and operate these engines, lines 
and appurtenant facilities just as rapidly as it is possible 
to do. 


Mr. Thomas farther states that he has been ‘“reliably 
informed’? that ‘‘Northern is, or has been, delivering 
natural gas from its main line to Northern Gas Products 
Company who in turn has been using it to fire the extrac- 
tion plant boilers, and also to fuel a gas engine driven 
generator.’’ Northern has laid a temporary 2” fuel line 
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running from a point on Northern’s existing Holcomb- 
Burdett B line to the extraction plant at Bushton, Kansas. 
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This fuel gas has been used in Kansas by Gas Products 
Company to test the power facilities of the extraction 
plant and is presently being used for steam generation to 
heat lines and appurtenant facilities exposed to the atmos- 
phere and buildings containing equipment which would be 
severely damaged by sub-freezing temperatures. This fuel 
gas is produced in Kansas and transported through facili- 
ties located wholly within the State of Kansas. No gas 
of any kind has yet been processed at this plant for the 
extraction of propane or any other liquefied petroleum 
gas product. 


Mr. Thomas further states that ‘‘the various mainline 
improvements apparently have been completed; See Tr. 
92.’” During the course of the hearing held in Docket No. 
CP 61-132, a Northern witness testified, under oath, that 
‘ca contract has been awarded for the replacement of old 
valves with new valves and the installation of onstream 
pipe cleaning equipment on the 26” A pipeline between 
Mullinville and Bushton and work began on these modifi- 
cations June 1, 1961.’” The work referred to in the quoted 
testimony is work incident to the upgrading of Northern’s 
Maullinville 
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A line. That work has been completed. No gas has been 
delivered from that line, or any other line, to the extrac- 
tion plant for processing, nor has Northern increased its 
contract demand deliveries to any of its resale customers 
downstream from Bushton because of the completion of 
that work. Pursuant to the provisions of Sec. 2.55 of 
the Commission’s Rules of Practice and Procedure, no 
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certificate of public convenience and necessity is or was 
required in connection with work incident to upgrading the 
existing Mullinville A line. The request therefor as con- 
tained in the application filed on November 1, 1960, need 
not have been made. 


Mr. Thomas further states he has been ‘‘reliably in- 
formed’’ that ‘‘the controls and calorimetric equipment 
has been installed and connected to the system.’”? The 
controls and calorimetric system referred to have not been 
connected to the system; they are currently in the process 
of construction and installation. When certificated, North- 
ern will act promptly to connect this equipment to its 
system. Northern has been advised by counsel that the 
controls and calorimetric facilities referred to are not 
facilities for the transportation of natural gas in inter- 
state commerce or facilities for the sale in interstate com- 
merce of natural gas for resale and hence are not jurisdic- 
tional facilities requiring certification under Section 7(c) 
of the Act. Northern’s application as filed herein on 
November 1, 1960, did not request certification of these 
facilities. 
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Finally, Mr. Thomas states that ‘‘the connecting lines 
shown on Exh. 7 are installed and connected to the 
system.’’ The connecting lines referred to consist of 
3,266 feet of 30” and 1,457 feet of 20” pipeline. This con- 
struction has been completed by Northern. No gas has 
flowed through these connecting lines. They will not be 
operated until Northern is certificated at Docket No. CP 
61-132, but immediately upon such certification they will 
be placed in operation. The Commission’s Order issued 
June 23, 1961, at Docket No. CP 61-132 found that these 
connecting lines were not jurisdictional facilities. (Cf. 
Panhandle Eastern Pipe Line Co., Docket No. G-2047, 12 
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FPC 690). Northern’s application did not request cer- 
tification of these connecting lines. 


The facts recited above demonstrate, without caveat, 
that Northern has not wilfully violated the terms of the 
Natural Gas Act. These facts demonstrate, again with- 
out caveat, that Northern has not committed what Mr. 
Thomas irresponsibly asserts is a ‘‘serious violation’’ of 
that Act. These facts are recited here under oath. There 
is, accordingly, neither need nor reason for the Commis- 
sion to institute any ‘‘investigation’”’ with reference to 
them. 


Finally, the facts recited herein, under oath, provide 
full and complete grounds upon which the Commission 
can and properly should enter a forthwith denial of Mid- 
America’s thinly veiled suggestion that 
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Northern be directed to show cause why its application at 
Docket No. CP 61-132 ‘‘should not be summarily denied, 
without further proceedings.’? The cases to which Mr. 
Thomas refers at page 3 of his letter are clearly inapposite 
to the facts recited herein. 


In the last analysis it is clear that Mr. Thomas’ letter 
of November 9 is merely another baseless move by Mid- 
America in a conscious program to prevent Northern Gas 
Products Company from engaging in the business of 
manufacturing, transporting and selling liquefied petro- 
leum gas products and freely and lawfully competing with 
Mid-America. 


Mid-America has already filed—and the Commission has 
already denied—one Motion requesting that Northern be 
served with an Order to Show Cause. 


Mid-America has represented to this Commission that 
Products Company’s Bushton Plant would compete un- 
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fairly with the oil companies who manufacture and are 
the shippers of the LPG’s which Mid-America transports 
in its newly constructed pipeline. Yet the record estab- 
lishes that not a single shipper over Mid-America’s lines 
appeared at the hearing to protest the grant of Northern’s 
application or join Mid-America in its efforts to prevent 
lawful competition. (See pp. 1419 of Northern’s Initial 
Brief filed October 31, 1961). 


Mid-America has complained to this Commission that 
Products 
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Company would compete directly with it in the trans- 
portation of LPG’s into a large nine-state central mid- 
west market. Yet the record establishes that the require- 
ments of that market are materially in excess of the 
volumes which Mid-America and Products Company to- 
gether can transport into that area. (See pp. 19-25 of 
Northern’s Initial Brief filed October 31, 1961). 


Mid-America has attempted to persuade this Commis- 
sion that Northern’s resale customers are being required 
to subsidize Northern’s deliveries to Products Company 
at Bushton. Yet the record demonstrates that if North- 
ern is certificated in the manner it has requested, Northern 
will forthwith not only adjust but will reduce its rates and 
charges. And the record demonstrates that the large 
majority of Northern’s customers favor the granting of 
Northern’s application and the prompt issuance of the 
certificate requested. (See Northern’s Offer of Settlement 
filed October 18, 1961, as amended on October 26, 1961, 
and Responses to Offer of Settlement filed November 7, 
8 and 13, 1961). 


The Commission has always been alert to prevent abuse 
of its processes whether by regulated natural gas com- 
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panies or by those who, like Mid-America, neither trans- 
' port nor sell natural gas in interstate commerce. 
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' A proper regard for the dignity of the Commission’s own 
process and the overwhelming dictates of the public in- 
terest requires the Commission, in the light of the facts 
of record pertaining at Docket No. CP 61-132, promptly to 
render its decision granting Northern’s application. 


_ Accordingly, Northern once again urges the Commission 

to issue its Order Omitting the Intermediate Decision 
Procedure at Docket CP 61-132 and, upon consideration of 
' the record therein, the Offer of Settlement previously filed 
by Northern, together with the responses and answers filed 
thereto, the Briefs of the parties to be submitted therein 
and such Oral Argument as it may be deemed appropriate 
to hear, promptly to enter its further Order issuing a cer- 
tificate of public convenience and necessity to Northern 
as requested in the application filed and record made in 
Docket No. CP 61-132. 


Respectfully submitted, 


NortHern NaruraL Gas CoMPaxy 


By 
Wuus A. Srravss, President 


cc: All Parties of Record 
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MID-AMERICA PIPELINE COMPANY 
1437 soUTH BOULDER AVENUE 
TULSA, OKLAHOMA 


November 27, 1961 


Roseer E. Toomas 
President 


The Honorable Joseph H. Gutride 
Secretary 

Federal Power Commission 
Washington 25, D. C. 


Re: Northern Natural Gas Company Docket No. 
CP61-132 


Dear Mr. Gutride: 


This letter is a brief response to the letter of Northern 
Natural Gas Company dated November 20, 1961, purport- 
ing to respond to the Commission’s letter of inquiry to 
Northern dated November 17, 1961, regarding possible 
violations of Section 7(c) of the Natural Gas Act. 


Northern’s response admits (1) that it has installed the 
approximately one mile of 30” and 20” pipeline facilities 
connecting its mainline to the extraction plant; (2) that it 
has completed the mainline pipeline improvements for 
which it sought certificate authorization; (3) that it is 
currently installing the mainline measurement facilities ; 
and (4) denies that it has actually installed the compressor 
engines in the compressor building, although it admits 
that the engines are on the site at the present time. 


Northern also admits that it has been taking natural 
gas from its jurisdictional pipeline facilities for boiler fuel 
and electric generation in the extraction plant but claims 
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that this gas has been taken from the Holcomb-Burdett- 
Otis line, rather than from its ‘‘A’’ or ‘‘B’’ lines (see 
page 6 of Exhibit 7). Thus Northern, with two possible 
exceptions, has admitted facts which would appear to show 
a serious violation of the Natural Gas Act. Northern, 
however, attempts to brush aside these facts, and to 
exonerate itself by certain exculpatory arguments to which 
we will respond very briefly. 


1. Northern claims that the installed pipeline connect- 
ing facilities (shown as solid lines on page 6 of Exhibit 
7; Tr. 544) are non-jurisdictional. Such facilities, how- 
ever, are clearly ‘‘facilities for the transportation of 
natural gas in interstate commerce’’ of the gas sold to 
Northern Products (Tr. 120-124), and are as much subject 
to the Commission’s jurisdiction as any other connecting 
facilities carrying interstate gas serving non-juris- 
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dictional sale customers.* See, e.g., Panhandle Eastern 
Pipeline Co., 13 F.P.C. 301, 311, aff’d., 232 F. 2d 467, 471- 
472 (3d Cir. 1956). Furthermore, Northern in its ex- 
hibits and testimony in this proceeding treated these 
facilities as jurisdictional, since it has included them in 
its estimated costs in Exhibit 5, and as a part of its 
‘Caverage gas plant in service’’ in Schedule 1 of Exhibit 
10 on which it fully intends to earn a return. 


Accordingly, based on Northern’s response, there can 
be no doubt that it has in fact installed jurisdictional 
facilities without first obtaining Commission authorization, 
in square violation of the Natural Gas Act. 


* Northern arguea that tho ‘‘solid line’’ connecting facilities shown on p. 6 
of Exhibit 7 wero held non-jurisdictional in the Commission's order of June 
23, 1961. However, that order is expressly limited only to the ‘‘hydrocarbon 
extraction plant’’. 
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2. Northern also admits that it is installing the measure- 
ment equipment on its mainline at the Bushton station 
(Tr. 117) but asserts that this equipment as well is non- 
Jarisdictional. The purpose of this equipment is to con- 
trol mainline BTU content, not the extraction operation, 
as such (Tr. 126-127). Northern has included this equip- 
ment in its jurisdictional rate base in Exhibit 10, and in- 
tends to earn a return upon its full value, and has been 
earning a return on the value of its other mainline mea- 
surement equipment for years. Furthermore, mainline 
measurement and calorimetric equipment are clearly juris- 
dictional facilities for the transportation of gas in inter- 
state commerce for which the Commission has always 
required certification. 


It follows that installation of this equipment will violate 
Section 7(c). 


3. Northern admits that it has made jurisdictional im- 
provements to its ‘‘A’’ mainline valued at $435,300 (Ex- 
hibit 5), permitting the Mallinville pipeline to carry 
103,000 MCF additional gas per day (Tr. 119) without 
obtaining Commission authorization. It argues that it 
need not obtain certificate authorization for improvements 
of this magnitude solely because it believes the modifica- 
tions are ‘‘auxiliary installations’? within the meaning of 
2.55 of the Commission’s Rules of Practice and Procedure. 
Northern must be aware, however, that the Commission 
has interpreted Rule 2.55 not to apply to any modification 
of existing pipeline facilities which materially increases 
delivery capacity (Ohio Fuel Gas Co., Opinion No. 243, 
11 F-.P.C. 461), and presumably this is why it applied for 
a certificate for these facilities. Certainly an increase of 
103,000 MCF per day in jurisdictional capacity (larger 
than many major pipeline expansions) should be passed 
upon by the Commission, before the modifications are 
made. 
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It follows that Northern has violated Section 7(c) of 
the Natural Gas Act in increasing its mainline transmission 
capacity by 103,000 MCF per day without authorization. 


4. Northern also admits that it has been drawing gas 
from its main line to fire the extraction plant boilers and 
to generate electricity in the plant, but argues that this 
gas is being taken from its Holeomb-Burdett-Otis line and 
is derived from fields in the State of Kansas. However, 
whether or not the gas is actually being taken from the 
Otis line or from the 2” emergency fuel line to the ‘‘A’’ 
and ‘‘B’’ lines (shown on page 6 of Exhibit 7) may be 
immaterial. The Otis line, like Northern’s other mainline 
transmission facilities, is a jurisdictional facility for the 
transportaton of natural gas in interstate commerce, and 
Northern may well be prohibited from constructing a con- 
necting facility from such a main transmission line, and 
from delivering co-mingled natural gas from its mainline 
to a non-jurisdictional customer without prior authoriza- 
tion of the Federal Power Commission. Lo-Vaca Gather- 
ing Co., Opinion No. 348, October 23, 1961; ef. Public 
Service Corp. of Texas, 11 F.P.C. 453. This issue, while of 
lesser importance, should be examined in the show-cause 
proceeding which must be held in the light of Northern’s 
response. 


It appears from Northern’s response that it has in fact 
violated Section 7(c) of the Natural Gas Act in a number of 
material respects. Northern has apparently been so con- 
fident that it will be able to railroad its certificate applica- 
tion through the Commission that it has virtually com- 
pleted the installation of the necessary jurisdictional 
facilities so that it will be able to commence extraction 
operations at a moment’s notice. If the Commission 
countenances this type of violation of the plain language 
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of Section 7(c), pipeline companies will be encouraged to 
ignore the licensing requirements, and to present the 
Commission with a virtual fait accompli, when it is called 
upon to pass upon proposed facilities on the basis of the 
record before it. 


In the light of Northern’s self-incriminating response, 
Mid-America again urges that the Commission issue an 
order directing Northern to show cause why its application 
for a certificate authorizing it to construct and operate 
the proposed facilities should not be summarily denied 
without further proceedings on the ground that Northern 
has conclusively demonstrated that it is not ‘‘able and 
willing properly * * * to conform to the provisions of the 
Act and the requirements, rules and regulations of the 
Commission’’ pursuant to Section 7(e); and that it comes 
to the Commission with unclean hands. 


Respectfally submitted, 


Rosert E. Tuomas, President 
Mwm-America Pretrxve Company 


ec: All Parties of Record 


3397 
Examiner’s Decision 


Surpsos, Presmrxc Examiner: The proceeding involves 
an application filed November 1, 1960, as supplemented De- 
cember 8, 1960 and February 13, 1961, respectively, by 
Northern Natural Gas Company (Northern) for a certifi- 
cate of public convenience and necessity pursuant to Sec- 
tion 7 of the Natural Gas Act as amended (Act), author- 
izing the construction and operation of facilities for the 
transportation of natural gas in interstate commerce. 
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_ By its supplemented application Northern sought author- 
ity to construct and operate facilities at its Bushton (Kan- 
sas) main line compressor station, and several points on 
its transmission line south of that station, to enable it to 
deliver natural gas to its wholly owned subsidiary Norther- 
ern Gas Products Company (Products) for use as fuel and 
shrinkage in the latter’s hydrocarbon extraction plant lo- 
cated adjacent to Northern’s Bushton station. 


_ The facilities originally included in the application con- 
‘sisted of 5.9 miles of 30-inch loop lines north of Northern’s 
‘Beaver compressor station ($743,700) ;? certain additions to 
permit an increase in the capacity of 87 miles of an exist- 
ing 26-inch low pressure line extending from Northern’s 
‘main line Mullinville station to its Bushton station ;? the 
‘addition of 4,800 compressor horsepower at the Bushton 
station; construction of a short section of 30-inch pipeline 
‘to interconnect Northern’s facilities at Bushton with those 


‘of Products; the installation of certain measurement and 

calorimeter facilities; and other miscellaneous modifica- 
tions at both the Mullinville and Bushton stations* The 
estimated 


$398 
revised cost for all presently proposed facilities, exclusive 
of the eliminated 5.9 miles of 30-inch loop, of $3,$85,S00 
would be financed from Northern’s funds and credit. 
On April 25, 1961, the Secretary of the Commission (Sec- 
’ retary) issued notice of application and date of hearing, 
directing that commencing June 6, 1961 a hearing be had 


1 Since deleted by testimony received of record for reasons basically related 
to the operation of a since authorized storage field which reduces the required 
main lino flow in tho southern end of the system by some 50,000 Mef per day 
(T, 111-112). 

2 By increasing operating pressures from the present 500 psig to 640 psig. 

3 Northern assumes that all facilities certificated and pending on applica- 
tion for certification by the Commission will have been installed. 
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upon the matters involved and the issues presented in the 
supplemented application. Accordingly, the proceeding 
came on for hearing on the date fixed by the Secretary and, 
with certain required recesses, continued until concluded on 
October 9, 1961. 


Some 27 petitioners were granted leave to intervene by 
the several orders of the Commission in the premises, and 
notice of intervention was filed by the Public Service Com- 
mission of Wisconsin.” 

On October 9, 1961, at the conclusion of hearing, North- 
ern by its counsel, and joined by counsel for the Metro- 
politan Utilities District of Omaha, but opposed by the 
intervener Mid-America Pipeline Company (Mid-America), 
requested the omission of the intermediate decision pro- 
cedure? However, the Commission found insufficient cause 
for the omission and by order issued October 20, 1961, 
denied the motion, and likewise by order issued November 


30, 1961, Northern’s motion for reconsideration which had 
been filed October 23, 1691.4 On April 12, 1962, Northern 
again moved to omit, Mid-America opposing by response 
filed April 20, 1962.5 By Commission order issued May 17, 
1962, the motion was denied. 


1 The recesses were from June § to July 10, and July 14 to October 5, 1961, 
the latter period including a continuance necessitated by illness of the Presid- 
ing Examiner first designated. There were 11 days of hearings. 

2 Minnesota Power & Light Company's petition was denied, basically upon 
the groond that the Comumission lacked jurisdiction with respect to its intra- 
state purchases from the City of Duluth, Minnesota. 

3The other active interveners and Staff counsel took no position on the 
motion at this time. 

4 The motion for reconsideration was supported by motions and responses 
filed by several parties and was opposed by response filed by Mid-America. 

4 Northwestern Public Service Company by letter filed April 23, 1962, 
supported Northern’s motion of April 12, 1962, Iowa-Illincis Gas and 
Eleetrie Company and Minnesota Valley Natural Gas Company by separate 
telegrams received April 24, 1962, joined in Northern’s motion, the latter, 
however, ‘‘ without prejudice to Minnesota Valley’s position in this matter’’. 


356 


(3399) 
3399 


_ Following the conclusion of the hearing an initial brief 
wwas duly filed by Northern, and reply briefs by Staff, Mid- 


America, and, jointly or severally, by 17 interveners, in- 
cluding the State of Minnesota, Public Service Commission 
of Wisconsin, three cities (Duluth, Minneapolis, and St. 
‘Paul, Minnesota), the Metropolitan Utilities District of 
“Omaha, and 11 gas distribution companies.! On December 
'15, 1961, Northern duly filed its final brief. 


_ Fifty-one exhibits were received in evidence, three items 
‘were incorporated by reference, and thirteen witnesses 
testified on behalf of Northern, 7 on behalf of the intervener 
gas distribution companies and 3 on behalf of Mid-America. 


Previously, on May 26, 1961, Mid-America filed a motion 
for an order to show cause why Northern and Products 
- ghould not be required to file further applications for cer- 
tificates of public convenience and necessity which North- 
ern answered by response filed June 2, 1962, wherein it 
asserted that construction and operation of the proposed 
' hydrocarbon plant and appurtenant service pipelines were 
' not subject to the Commission’s jurisdiction. By order 
' sssued June 23, 1961, the Commission denied the motion for 
want of jurisdiction with respect to construction and opera- 
tion of the plant.* 


Subsequently, by letter to the Secretary dated November 
9, 1961, Mid-America complained, in substance, that North- 


1 The State, the State Commission, the three cities, the District, and 6 gas 
distribution companies filed a joint brief. Five gas distribution companice 
filed separate briefs or memoranda, 


20n August 23, 1961, the Commission denied rehearing of ita order of 
June 23, 1961, and cited Panhandle Eastern Pipe Line Company, et al, 12 
F.P.C. 686, 697, 706 (1953), as dispositive on the matter of jurisdiction, It 
may be observed that by order entered January 26, 1962, the U. S. Court of 
Appeals for the District of Columbia circuit dismiseed as premature Mid-Amer 
ica’s petition for review of the order of June 23, 1961. 
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ern had either installed and connected, or had completed, 
certain of the facilities and improvements for which it here 
sought certificate authorizations,> and had delivered nat- 
ural gas to Products for use in firing extraction plant 
boilers and fueling gas engine driven generators. It urged 
an investigation and order directing Northern to show 
cause why its application 
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for a certificate should not be summarily denied. However, 
by letter dated November 20, 1961, Northern responded 
and denied any use of jurisdictional facilities which would 
constitute a violation of the Act,’ and asserted that no gas 
had been delivered to Products for processing. By order 
issued January 8, 1962, the Commission referred the com- 
plaint and answer to the Presiding Examiner for consid- 
eration by him in his disposition of the proceeding. 

On October 19, 1961, and October 30, 1961, Northern filed 
with the Commission an offer of settlement and amendment, 
respectively, wherein it undertook, upon acceptance of a 
certificate, to file rate schedules effective with initial deliv- 
eries to Products which would provide uniform reductions 
in its zoned demand charges for contract demand and pipe- 
line rates totalling $1,000,000 annually;? a further reduc- 
tion of 10¢ in such charges upon the execution of service 
agreements providing for a 2.5% increase in the then ef- 
fective contract demands of Northern’s customers; a uni- 


2 Allegedly installed and connected: lines connecting the extraction plant, 
controls, calorimeter equipment, and one 2000 compressor; and allegedly com- 
pleted: various mainline improvements. 

1 Northern’s position is that neither the upgrading of the Mullinville ““A’? 
line by replacement of valves and the installation of onstream pipe cleaning 
equipment, nor the installation of controls and calorimeter equipment, nor 
the installation of connecting lines require certification, By response filed 
November 27, 1961, Mid-America took insue with these jurisdictional conten- 
tions and renewed its request for the show cause order. 


2 Equivalent to a reduction of 5.5¢ per Mef. 


358 


(3401) 


form reduction in the zone commodity charges for contract 
demand, pipeline, interruptible overrun, and pipeline over- 
run rates of 0.76¢ per Mef; as well as an adjustment for 
heating values less than 985 Btu per cubic foot By re- 
sponse filed November 9, 1961, and subject to a modifica- 
tion in the Btu adjustment, fourteen of the interveners 
moved the Commission to approve Northern’s settlement 
offer,‘ while by responses filed November 13, 1961, four 
of the interveners® moved for a settlement conference to 
further consider Northern’s price of gas to Products, 


$401 
particularly from the standpoint of a proper cost allocation. 
By letter dated November 14, 1961, Northern accepted the 
Btu adjustment modification proposed by the 14 interveners 
but stated that it saw no purpose to be served in holding 
a conference of the nature proposed by the other four. 


The intervener Minnesota Valley Natural Gas Company 


(Minnesota Valley) advised the Secretary of its rejection 
of Northern’s offer as modified," and Mid-America objected 
that the settlement offer failed to reach the issues of public 
convenience and necessity and the allocation of cost in- 
volved in Mid-America’s concept of the potentiality of 
unfair competition between its operations and those pro- 
posed by Northern and Products.* 


3 Using oach 6 months a weighted average Btu content for the 12 preceding 
months and a gas measurement factor for cach multiple of 5 Btu below the 
specified 985 Btu base. 

4 By telegrams filed before or after the response of November 9, 1961, five 
other interveners accepted Northern's amended proposal. 

5 Northern Illinois Gas Company, Towa Power and Light Company, Iowa 
Electric Light & Power Company, and Northwestern Publie Service Company. 

1A position vaguely modified by telegram filed April 24, 1962, 

2 Mid-America stating “However, even if a the customers were to agree 
on an inadequate rate reduction in this case—perhaps reflecting concessions 
by Northern in other areas—Mid-America and its shippers are clearly entitled 
to protection against subsidized competition by Northern’s system under rates 
not bearing fully allocated costs’’. 
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Tue Issves 


The basic issues in relation to certificate proceedings 
under the Act are those established in the appropriate pro- 
visions of Section 7 thereof, to-wit: (1) Is Northern a quali- 
fied applicant, (2) willing and able properly to do the acts 
and to perform the service proposed and to conform to the 
provisions of the Act and the requirements, rules, and reg- 
ulations of the Commission thereunder, and (3) will the 
proposed service, operation, and construction be required 
by the present and future public convenience and necessity. 


The contentions of the parties and participants in this 
proceeding raise further issues as to the propriety and 
necessity of attaching certain terms and conditions, here- 
after considered, to any certificate issued and to the exer- 
cise of rights granted therein. 


3402 
Tae Contentions 


Northern contends, in brief, that its gas reserves and 
Pipeline facilities are adequate for the service here pro- 
posed; that the cost of Products’ plant and of Northern’s 
proposed system additions and modifications are reason- 
able and can be financed by Northern from cash on hand 
or credit; that adequate markets exist for the hydrocarbons 
to be extracted by Products; that based on a proposed 
charge to Products of 46¢ per Mef of net volumes used the 
overall project is feasible; and that, accordingly, public 
convenience and necessity require the certification sought. 

Northern also contends that the price to be paid by Prod- 
uets for gas used will not only recoup to Northern all in- 
cremental costs ($3,905,270) but will be sufficient to offset 
a substantial amount of existing system costs which would 
otherwise be borne by Northern’s utility customers 
($2,191,110). 
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Northern further contends that the method also used by 
it to allocate costs to the extraction plant ig in accordance 
with the method of allocation approved by the Commission 
in Panhandle Eastern Pipe Line Company, 25 F.P.C. 787, 
798 (1961), and that the public interest does not require 
that issues relating to the future allocation of costs be 
finally determined in this, a certificate, proceeding. 


Northern finally contends that the intervener Mid- 

_ America will not suffer direct or substantial economic 

injury by virtue of Products’ operations, but that in any 

event no Federal statute affords basis for Mid-America’s 
, protection from lawful competition. 


_ The twelve interveners on the joint brief contend among 
other things that Northern’s incremental cost study in- 
, eludes substantially little more than the cost of new facil- 
: ities to be constructed for Products’ use and benefit, and 


there should be added the cost of obtaining and transport- 


. ing the increase in volumes which customers will require 
because of the reduction in the heat content of present sup- 
plies of gas, as well as 


$403 


costs associated with facilities the equivalent of those pres- 
ently available for use in serving Products, including the 
incremental cost of an equivalent looping the “oA’? line 
between Mullinville and Bushton stations (total $8,292,050). 
Those on the joint brief also contend 
issued should be so conditioned as to require (a) so-called 
immediate rate reductions in all of Northern’s zones of 13¢ 
per Mef on the demand charge’ and 0.76¢ per Mecf on the 


10p. No. 344, Docket No, G-2506; allocating transportation costs to the 
Tuscola plant on the basis of volume, and gas supply costs on the basis of 
the heat units removed. 

1 Provided Northern’s utility customers contract to increase demand volumes 
by 3.23%, but that if Northern's capacity should be insufficient to support 
such an increase the demand charge be reduced only in proportion. 
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commodity charge and (b) the inclusion in the tariff of an 
equitable formula for the assignment of costs to the ex- 
traction plant for use in relation to possible future increase 
in rates which may be permitted to go into effect under 
bond. 

The joint brief further contends, among other things that 
Northern should be required to continue to operate its three 
upstream extraction plants (Holcomb, Sublette, and Spear- 
man) in order to maintain revenues for offset against 
cost of service; that Northern should be limited in the re- 
duction of the Btu content of gas downstream of the Bush- 
ton station to a minimum monthly average of 980 Btu and 
a minimum annual average of 985 Btu; and, that deliveries 
to Products for processing and sale should also be limited 
to amounts proposed in Northern’s application. 

The intervenor Iowa Power and Light Company in effect 
concurs in the foregoing contentions of the joint brief; the 
intervener Iowa Electric Light and Power Company par- 
ticularly concurs in the contention for the adoption of a 
proper allocation formula for use in relation to future rate 
filings; and the intervener Minnesota Valley, in general 
accord with the contentions set forth in the joint brief, fur- 
ther contends that the Btu adjustment should be developed 
for, and be applied to, the demand and commodity charges 
in each of Northern’s zones, on the basis of volumes esti- 
mated for the 1961-1962 peak day and 1962 year. 


Mid-America, in addition to contentions similar to those 
of the interveners,? particularly contends, in substance, that 
the public in Products’ proposed market area presently is, 
and for the foreseeable future will be, adequately served 
with natural gas liquids by Mid-America, by other forms 
of transportation, and by local sources; that 


2Ineluding matters in regard to diversion of gas reserves, preemption of 
transmission capacity, loss in the distribution capacity of customers, and 
Northern’s failure to utilize all incremental costs, 
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Northern proposes to sell natural gas to Products at a 
price much below the 99.53¢ per Mef properly attributable 
to Northern’s service thereto; that Mid-America will be 
thus faced with a new and severe competition, in areas 
relatively close to its terminals, at a time when it is at- 
tempting to establish its business in competition with 
others; that it, too, is a regulated public utility, and, con- 
trary to public policy, wasteful duplication of utility facil- 
ities will result from Northern’s proposal; and that North- 
ern has not shown that the proposed facilities are required 
by the public convenience and necessity. 


Commission’s Staff counsel contends, substantially, that 
there should be included in Northern’s incremental cost 
of service to Products a proportionate cost for use of fa- 
cilities already existing on the system; that effects on 
downstream capacity due to the lowering of the Btu content 
of the gas should be charged to the extraction plant on an 
Mcf-mile basis; that in winter months Northern should 
not be permitted to reduce the Btu content of the gas down- 
stream of the Buston station below 985 Btu; and, that in 
allowing for the reduction in Btu the estimated heat content 
of the gas for a period immediately subsequent to the date 
on which the plant goes into operation (1018 Btu) should 
be used, modified by some downward adjustment in sales 
volume. 


Staff finally contends that the evidence fails to show that 
Mid-America would suffer injury from competition with 
Northern’s project in its market area sufficient to justify 
a denial of the application. 


Jurisdiction 
Northern obtains its supply of natural gas by purchases 
from the Panhandle field (Texas), the Hugoton field 
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(Texas, Oklahoma and Kansas), the Permian Basin (New 
Mexico and Texas), and from numerous other gas pro- 
ducing areas in the several given States. 


Northern transports its natural gas by pipeline from 
supply points northeasterly into or through Texas, Okla- 
homa, Kansas, Nebraska, Iowa, Illinois, Wisconsin, South 
Dakota, and Minnesota. It sells natural gas to its main 
line and utility customers, and distributes natural gas 
through its Peoples Natural Gas Division in approximately 
128 communities located in Kansas, Iowa, and Minnesota, 
as well as through its Council Bluffs Gas Division in Coun- 
cil Bluffs, Iowa, and environs. 


Northern is engaged in the purchase of natural gas and 
the transportation and sale thereof for resale in interstate 
commerce subject to the jurisdiction of the Commission.2 


3405 

The question of jurisdiction arises as an active issue in 
the proceeding only in relations to matters raised by Mid- 
America in its complaint against Northern dated November 
9, 1961 (filed November 14, 1961), which pertain to the 
alleged construction and use, prior to certification herein 
of certain facilities included in Northern’s application. 
These special and limited jurisdictional considerations are 
disposed of in appropriate subsequent section of this de- 
cision. 
The Project 

Proposed Operations 

Under date of October 28, 1960, Northern entered into a 
20-year basic term agreement with its wholly-owned sub- 
sidiary Products, by which it undertakes to deliver to 
the latter volumes of gas up to the capacity of Products’ 
Bushton plant for extraction therein of the liquifiable hydro- 


1 See, Northern Natural Gas Company, 14 F.P.C, 11, 15, 34 (1955). 
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_earbons contained in the gas. Products is permitted to 
use in its process such quantities of gas as are required 

' for fuel and incidentals and is obligated to redeliver the 
balance of the gas to Northern at Bushton paying for net 
volumes used 46¢ per Mcf.* Northern has reserved the 
right to curtail or discontinue deliveries to Products when 
gas is needed to meet firm requirements on its system in- 
cluding those of domestic, small volume commercial, and 
small volume industrial customers. 


Products’ plant is designed to process some 900,000 Mef 

of gas per day and to produce, by the conventional process 
of absorbing the heavier gas components by contact with 
. light-weight oil, some 904,000 gallons of liquid hydrocar- 
' ‘pons per day. Processing at the plant will take place in two 
so-called rich and lean absorbers. The former will take 
500,000 Mef per day of Hugoton gas, 978 Btu)? from North- 
ern’s “‘A’’ and Burdette lines into Bushton, and the latter 


400,000 Mef per day (1042 Btu) from 
$406 


Northern’s Macksville 24-inch “©B? and 26-inch ‘‘C’? lines. 
The 26-inch ‘‘A”’ line from Mullinville, as upgraded, would 
be operated to effect an isolation at Mullinville of approxi- 
mately 303,000 Mcf per day of Hugoton gas for delivery 
direct to the above rich absorber,! along with 197,000 Mef 
per day from Northern’s 20-inch Burdette line. After 
extraction the rich absorber will release 471,049 Mef of 


1 After tho first 6 months Products is firmly committed to pay a minimum 
monthly amount equal to tho result obtained by the application of the rate 
to a quantity determined by taking 60% of the estimated average daily use 
of 36,000 Mcf. 

2 Rich in liquids. 

1 As Mullinvillo station is supplicd with Hugoton gas in part from the 
Sublette station high pressure lines, the isolation requires a shifting of some 
205,000 Mef por day of the Sublette Hugoton gas from the Mullinville-Bushton 
high pressure system to tho upgraded ‘A’? line. 
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902 Btu gas and the lean absorber 389,089 Mef of 994 Btu 
gas. 

Processed gas from the lean absorber will be in part 
delivered directly to the downstream ‘‘A’’ line and in part 
otherwise mixed with gas from the rich absorber. The 
latter absorber will also deliver some of of its processed 
gas into the downstream ‘‘A”’ line but the remainder will 
be mixed with gas from the lean absorber. The mixed gas 
(930 Btu), recompressed, will enter the downstream ‘‘C”’ 
and ‘‘D”’’ high pressure lines for further mixing with un- 
processed or by-pass gas (1042 Btu). As a result, and 
under assumed conditions, some 192,200 Mecf of 990 Btu 
gas will proceed downstream on the ‘‘A’’ line, as will 
419,940 Mcf of the same Btu on the high pressure ‘‘B’’, 
“*C”’, and ‘‘D’’ lines. Readings of the proposed continuous 
recording calorimeter, relayed to the control system, will, 
in effect, regulate the proportion of processed gas into the 
various lines from the two absorbers and thus maintain 
the Btu required. 

Upgrading the ‘‘A’’ line, involving the installation of 
7 high pressure valves in replacement of the 12 existing 
low pressure valves and the installation of onstream pipe- 
line cleaning facilities, will, provide an increase in line 
operating pressures from the present 500 psig to 640 psig 
and an increase in line efficiency from an existing approxi- 
mate 80% to an anticipated minimum of 92%. This line, 
installed in 1931, has been field tested to as high as 750 
psig. 


Proposed Facilities 


In connection with the foregoing proposed operations 
Northern, in substance, seeks authorization to construct 
and operate certain compressor additions and changes at its 
Bushton station and certain modifications at its Mullinville 
station; pipeline modifications to upgrade the 87 mile 26- 
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‘inch “A? line, which extends from Mullinville to Bushton, 
‘to a higher operating pressure and delivery capacity; a 30- 
inch pipeline to interconnect its facilities at Bushton with 
those of Products at the station property line ; and measure- 
ment and calorimeter facilities at Bushton. 
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The foregoing installations and modification, along with 
related removals, interest and overheads are estimated to 
cost $3,772,700, as follows: 


Compressor Facilities 
Bushton, 6000 hp* $1,966, 
Bushton modifications? 415, 
Mullinville modifications* 422,2 


Pipeline Facilities 


Bushton modifications 
Mullinville and ‘‘A’’ line 


Interconnection (Bushton)* 
30-inch line 
20-inch line 
2-inch fuel line 


Measurement facilities (Bushton)* 69,900 
Interest and overheads® 145,100 


Removals (Bushton, Mullinville, 
and ‘‘A’’ line) 113,100 


Total $3,885,800 


1Includes capacity to deliver an additional 25,000 Mcf downstream of 
Bushton to compensate for the reduction of Btu in extraction. 

2Inecluding the replacement of low pressure discharge lines and cooling 
sections. 

3Including piping modifications, along with cooling section and cylinder 
replacements. 

4To and from the Bushton station property line, 

5 Portaining to service to Products and including calorimeter, building, 
sampling lincs, and appurtenant mechanical and structural facilities. 

6 At 4%. 
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Northern estimates company material costs, representing 
some 69%of total costs, on the basis of actual price quota- 
tions for major items of equipment and suppliers’ current 
material prices; contract labor and material costs on the 
basis of recent past experience on similar projects and 
current contract unit prices; and other items, including 
company labor, automotive and mechanical equipment, 
rights of way and damages, contingencies,’ and miscellane- 
ous costs, on the basis of past or current experience on 
smmilar construction projects. Materials conform to the 
ASA code requirements applicable to the pressure rating 
of transmission and distribution piping systems. 


Although it appears from bids received that contract 
costs are somewhat higher than those estimated it would 
appear that the ultimate cost of facilities to be presently 
installed would be within reasonable approximation of the 
total given. 


No exceptions are taken to Northern’s estimates of fa- 
cility and removal costs, or to the application of design 
standards, and it is found and concluded on the evidence 
that Northern’s method of determining its estimates are 
reasonable and proper. 


There is no controversy with respect to the adequacy of 
the engineering design of Northern’s proposed modifica- 
tions and installations, and on the basis of the evidence, 
which includes that pertaining to the qualifications and con- 
clusions of Northern’s design and operating personnel, it is 
here found, subject to appropriate further findings relat- 
ing to Northern’s system capabilities and Products’ pro- 
posed installations and operations, that its proposed addi- 
tions, changes and operations are acceptable. 


1On compressor facilities 5%, other facilities 10%. 
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Financing 
Northern’s proposal to finance the cost of its proposed 
additions and modifications, by the use of cash on hand or 
by periodic short-term borrowings from a revolving line of 
bank credit of $47,000,000, appears feasible particularly on 
the basis of its recent success in obtaining similar funds, 
its established credit, and its practice in its permanent 


financing of maintaining a debt ratio of not in excess of 
60%. 
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Northern’s System Capacity 
Requirements 


Northern’s application in effect proposes the addition of 
' 65,500 Mef to the total of 1,744,810 Mef of peak day deliv- 
eries authorized in Docket CP61-190, for a total system 
sales capacity of 1,810,319 Mef per day.’ 


Northern’s senior market analyst submitted estimates of 
peak day requirements and availability based upon the 
1961-1962 demands which would be effective in October 

1961 as authorized or applied for in various dockets 

through CP61-190, and the increases in the added de- 

' mands of new communities authorized in Docket G-17486, 

' all as adjusted for demands north of Bushton on the basis 

' of the 985 Btu assumed as safely available after extrac- 

tion? Allegedly an increase of 1.5% is sufficient to enable 

downstream customers to receive a peak day service, in 
terms of Btu delivered, which would equal the service 


1Le.,, shrinkage of 39,862 Mef and additional deliveries to utility customers 
of 25,647 Mef. 


2 Allowing a margin of 5 Btu below the expected 990 Btu of the Bushton 
outlet gas after full processing. However, pending further development of 
newly added loads and due to the resulting initial installation of less than 
the 6000 hp at Bushton here applied for, the gas will have a temporary heat 
content of 987 Btu. 
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which would have been provided in terms of the 1000 Btu 
stated in Northern’s tariff.* The witness testified that 
Northern’s utility customers project their expected de- 
mands principally on the basis of customer use and im- 
plicitly assume a 1000 Btu base. He further testified that 
on a number of occasions the heat content of Northern’s 
deliveries during a heating season has fallen below 1000 
Btu, as in 1960-1961 when the decline occurred on 47 
different days.‘ 
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On the basis of the foregoing the witness estimates the 
adjusted demands, including Products’ estimated use, as 
follows 2 

System Demand Adjustment 
(Mef) (Mcf) Adjusted Demand 

1961-1962 1,713,053 —- 25,098 1,738,151 

1962-1963 1,736,189 25,445 1,761,634 

1963-1964 1,749,672 25,647 1,775,319 


Corresponding estimated system filed imput deliveries 
reach a stabilized peak day total of 1,963,400 Mcf by 1963. 


Estimates of monthly (and annual) sales are based upon 
those which were included in Northern’s certificate applica- 
tion in Docket CP61-190, and include, principally, those 
prepared by Northern’s major utility customers based upon 


3 The tariff states Northern’s expectation of 1000 Btu deliveries. 


4 or the year 1957 the peak day heat content averaged 1014 Btu. It is 
estimated that for the peak day of 1962 the inlet gas at Bushton will averago 
1023 Bta. ; 

1 Products estimated use: 39,862 Mcf. These estimates relate to gas use 
north of Bushton but exclude only the equivalent demands of its Argus system, 
drilling, pumping and irrigation in the continuing total of 35,000 Mecf which 
represent deliveries upstream unaffected by tho Btu reduction, 
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‘1959 actual sales,” and those set forth in the evidence in 
Docket G-17485 for the new communities there authorized.* 


_ According to the readings of Northern’s official calorim- 
eter at South Omaha the weighted average heat content 
of gas delivered north of Bushton during the year 1960 was 

‘1006 Btu. Adjusting in the 1006:985 Btu ratio and includ- 
ing Products’ plant estimated uses of 13,253,000 Mcf, 


$411 


plant and downstream annual sales become :* 


Estimated Sales? Adjustment Adjusted Sales 
(Mef) (Mef) (Mef) 


en) ane ee 
1962 523,605,900 10,101,200 533,707,100 
1963 529,899,700 10,196,000 540,095,700 
1964 531,827,100 10,223,900 542,051,000 


Corresponding adjusted system gas purchase volumes 
_ for 1962 total 577,914,000, while system estimated imputs 
reach a stabilized total of 586,962,000 Mef commencing with 
the year 1964. 


2 Adjusted to reflect normal weather and estimated requirements of cus- 
tomers expected to be added under conditions of normal growth of the utility ’s 
system. 

3 Estimates for the remaining utility customers were made by Northern’s 
marketing staff. 


4 The year 1960 is the test year for the recently settled rate proceedings in 
Northern’s Docket G-19040. For the year 1959 the average was 1009 Btu, and 
it is estimated that the 1962 average will be 1018 Btu. 


1 As stated above, since but 4,000 hp of the full 6,000 hp applied for will 
be installed until authorized loads require the installation of another unit, 
the Btu content downstream will temporarily be 987 Btu as compared with the 
990 Btu ultimately expected. 


2 Tho totals as presented in the evidence include apparently 9,274,800 Mef 
annually for tho Argus system, and for drilling, pumping and irrigation. 
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Gas Reserves and Availability 


The manager of Northern’s Gas Reserves and Avail- 
ability Division and its chief reserves and availability engi- 
neer estimate the company’s gas reserve as of December 
31, 1960, including those of the Permian area, to be 12,721,- 
253,000 Mcf, yielding a reserve life of 21.7 years including 
the service here proposed. 


Northern’s dry gas and associated gas reserves are 
estimated on the basis of the acceptable production-pres- 
sure decline and production decline methods, except where 
new wells and reserves are involved and the usual volu- 
metric method is employed. The data upon which its com- 
putations rest are obtained from various sources, includ- 
ing producers, plant operators, the reports filed with state 
regulatory bodies, commercial services, technical and trade 
organizations, and from well logs, scout reports, drilling 
test and similar records. 


It satisfactorily appears of evidence that Northern’s cur- 
rent reserves will be sufficient to meet the peak day demand 
upon its system for the next eleven full years, and the 
average day and annual requirements for twelve years.* 
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Moreover, Northern conducts its gas buying activities on 
a day to day basis. It is currently negotiating for the pur- 
chase of additional gas and continuing in its efforts to 
obtain gas in all areas that its pipelines can reasonably 
and economically reach. 


In these circumstances no real issue arises in connection 
with these reserve estimates and it is further apparent 
from the evidence that the service proposed in this pro- 

3 The witness bases his determination of the availability of wellhend and 


residue gas upon the contract quantity modified by proration considerations, 
or upon the physical ability of the well to produce, whichever is less. 
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' ceeding together with the additional volumes to be made 
| available to Northern’s utility customers will have no sub- 
stantial effect either upon its ability to meet peak day 
demand requirements or upon the reserve life index. 
Capacity 
The calculated horsepower related to service here pro- 
posed totals 17,434 hp,’ less the 6,000 hp submitted for 
authorization in this proceeding. The resulting difference 
of 11,434 hp represents, according to the testimony of 
Northern’s engineering witness, a fuller utilization of the 
capacity now installed and available.?, In those instances 
in which it appears in the evidence in this proceeding that 
overloading of existing compressor capacity will occur, it 
further appears that in no case will the permissible operat- 
ing limit of 5% of rated capacity be exceeded.* 


In short Northern’s existing and proposed compressor 


additions appear adequate to handle the loads related to 
the additional service. 


3413 
Products’ Project 
Facilities, Costs, Financing 


Products will obtain the liquid petroleum products from 
the gas stream by the process of absorption previously 


1 Computed at the difference between the 445,186 hp calculated in this pro- 
ceeding and the 427,752 hp calculated in the certificate proceeding in Docket 
CP61-190. 

20f an available 11,964 hp already installed capacity at the Hugoton and 
Bublette upstream stations 7,477 hp would be required in connection with the 
service to the plant and that additional to downstream customers. 


3 The reduction in the specific gravity of the gas due to the removal of the 
heavier hydrocarbons in the extraction increases transmissibility by pipeline 
and to some possible small degree compressor capability. Parallel effects upon 
tho supercompreasibility of the gas are neglible, particularly in the light of the 
fact that in the absence of results of recent actual test pipeline efficiency has 
to be assumed. 
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described, followed by a separation of the entrained heavier 
hydrocarbons and fractioning into commercial grade pro- 
pane, butane, isobutane, and natural gasoline, with the 
ethane and lighter components incidentally absorbed being 
returned to the gas stream. The above mentioned losses 
accompanying extraction will amount to 39,862 Mcf on a 
peak day (shrinkage of 30,670 Mef, fuel of 9,192 Mcf) or 
13,253,000 Mef annually on the basis of estimates thereof 
which employ standard constants and an assumed 360-day 
year.’ Using like specifications the contractor has success- 
fully constructed a similar plant which utilizes gas em- 
ploying the same process. 

Products will own and operate a 85-inch 353 mile pipe- 
line which originate at the Bushton plant, a terminal at 
Plattsburg, Nebraska, and Des Moines, Iowa, respectively, 
as well as four other terminals located in Illinois, Iowa, 
and Minnesota on the pipeline of the existing Great Lakes 
Pipe Line Company (Great Lakes) whose facilities will 
interconnect with those of Products at Des Moines.? Prod- 
ucts’ sales will be at terminals to local marketers including 
Phillips Petroleum Company (Phillips) and Northern Pro- 
pane Company (Northern Propane), a wholly owned subsid- 
lary of Northern? 


The extraction plant and storage facilities are estimated 
to cost $13,240,000 and the pipeline and associated terminals 
some $11,190,000 more. As of June 6, 1961, plant and stor- 
age facilities were under contract, and right of way was 
being purchased. 

1 Fuel for the gas turbines, boiler, and engines is to be taken from the 
rich absorber. Allowance is made for stack and other minor losses. 

2Great Lakes is a long established mid-west common carrier of liquid 
petroleum products. 

3 Northern Propane is 2 wholesale distributor and retail marketer of liquid 
petroleum products which was organized in 1960. It will, in part, sell 
propane to various of Northern’s distributor customers for use in peak shaving 
operations. 
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Northern has advanced, at interest, funds required by 
Products in the development of its project, and initially 
will own all of Products’ debt and equity. Ultimately 60 
percent of Products’ project costs, including working 
capital, will be financed through the sale of five percent 
debentures, Northern remaining sole owner of the equity. 


3414 


Northern proposes to finance the estimated $24,430,000 
of Products’ fixed costs and $2,170,000 of estimated work- 
ing capital, initially by further short-term borrowing 
against the $47,000,000 of revolving bank credit, subject to 
subsequent issue of the five percent debentures, and, as in 
the instance of the cost of its own installations and modi- 
fications previously considered, it is here found and con- 
cluded that Northern’s resources appear to be sufficient for 
this further undertaking.’ 

Feasibility 

Products’ line will have an initial maximum daily ca- 
pacity of some 22,000 barrels (924,000 gallons) of propane 
per day, and on the basis of projected operations will de- 
liver some 191,940,000 gallons to markets during the first 
year of operations.” In addition, its extraction plant will 
produce for sale at Bushton, butane (67,941,000 gallons), 
commercial isobutane (28,048,000 gallons), and natural 
gasoline (7,931,000 gallons). 


Assuming the minimum price for propane of 3.25 cents 
per gallon to be received under its contract with Phillips 
as the general base price plus appropriate transportation 
and terminal charges, and on the basis of the lowest prices 


1It appears that Northern will also finance the acquisition of distribution 
outlets by Northern Propane at an estimated cost of some $5,000,000. 

2 Products estimates that during its first year it will deliver 162,630,000 
gallons of propane to Phillips, 20,000,000 gallons to Northern Propane, and 
9,310,000 gallons to utility customers for peak shaving. 


375 


(3414) 


offered in negotiations current at the time of hearing for 
butane and heavier components, Products obtains esti- 
mated first year revenues of $13,775,000. Again, on the 
basis of the proposed 46 cents per Mcf charge by Northern 
for net gas used in plant shrinkage and fuel, and the 
computation of administrative and general expense at fifty 
percent of plant payroll (including burdens) and other 
breakdowns, operating and maintenance expenses as esti- 
mated, local taxes at Northern’s experienced rates, insur- 
ance at quoted rates, interest at five percent, and deprecia- 
tion on a 15-year life for plant and 20-year life for under- 
ground storage, pipeline, and terminal facilities, Products 
estimates first year expenses at $10,621,000, and thus ob- 
tains a net, after Federal and state income taxes, of 
$1,488,000, or an overall return on average plant invest- 
ment and working capital of 8.8 percent before interest. 
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The intervener, Minneapolis Gas, accepts Northern’s 
method of computing the return except for the purchased 
gas expense which, by various allocations of Northern’s 
costs of service to Products’ plant, its witness increases 
from Northern’s $6,005,135 by $1,863,376 to $7,868,511 at 
59.4 cents per Mef. With this change the intervener’s wit- 
ness obtains an overall net income after taxes and before 
interest of $1,450,000 and return of 5.5 percent. However, 
this result assumes Phillips’ minimum price for propane of 
3.25 cents per gallon and if the return be determined on 
the basis of the maximum price of 4.75 cents the net after 
taxes and before interest becomes $2,808,000 yielding a 
return of 10.56 percent on a gross rate base. The evidence 

2On the basis of no further additions in investment or changes in revenues, 
a depreciating rate base would increase the return by an average of approxi- 
mately 0.5 percent per year over the first five years. On the basis of a 60/40 
debt to equity capitalization the overall return stated would provide for fivo 
pereent on the debentures and approximately 14 percent on the equity. 
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' gontains no basis for concluding that the lower limit of 
return should be the controlling consideration in the 
premises. 


The intervener, Mid-America, also attempts to question 
the feasibility of Products’ project on the basis of the 
minimum price for propane of 3.25 cents per gallon, and 
computes that Products would earn on the initial invest- 
ment in overall gross plant and working capital of $26,- 
600,000 a net after taxes of $1,959,000 with no considera- 
tion of interest This would result in what the intervener’s 
witnesses characterizes as a true rate of return of seven 
percent overall, but only 2.93 percent on Products’ esti- 
mated $11,810,000 invested in pipe line and terminals. The 
witness also testified that if Mid-America’s own Conway 
origin rates were used to compute revenues Products would 
suffer a transportation net loss of $78,000. 


However, there is no valid reason for considering return 
on pipeline and terminal facilities separate from that on 
plant and storage or the overall investment, nor is it estab- 
lished in this record that in a growth market Mid-America’s 
origin rates should be applied to Products’ operations. 


On the basis of the foregoing and a consideration of all 
the evidence in the premises it is found that Products’ pro- 
posed project is financially feasible. 


Competitive Aspects (Mid-America) 


The intervener, a publicly owned common carrier subject 
to regulation by the Interstate Commerce Commission, 
transports principally propane consigned by 23 shipper- 
producers from origins in Kansas, New Mexico, West 
Texas, and the Oklahoma Panhandle, to nine terminals lo- 
cated in Missouri, Nebraska, Iowa, Minnesota, and Wis- 
consin, for subsequent 


1 For the purposes of this computation Mid-America uses Products’ esti- 
mated cost of gas for shrinkage and fuel of $6,096,000, i.e, 46 cents per Mef. 


377 


(3416) 
3416 


distribution in a nine-state region situated in the north 
central portion of the United States? It appears that in 
six instances Products proposes the location of one of its 
terminals within a range of 10 to 80 miles of a terminal on 
Mid-America’s system. 


The intervener’s market witness testified that transpor- 
tation costs represent a substantial portion of the delivered 
price of propane and that accordingly the company now 
faces competition with local plants and refineries at a com- 
petitive disadvantage, and that Northern’s proposal would 
serve to increase the competitive problem, particularly by 
providing liquids to Products at a transportation cost 
(0.3 cents per gallon)? substantially less than the cost of 
service properly allocable to the service. 


With respect to the local competition it is to be noted 


that prior to the construction of Mid-America’s pipeline 
system the same area was served variously by local re- 
fineries and plants, railway tank cars, and Phillips Pipe- 
line Company which transported (and transports) liquids 
from the Oklahoma-Texas Panhandle area into Kansas, 
Missouri, and Illinois; and that Mid-America’s limited evi- 


2 Mid-Ameriea’s system was constructed in 1960 at 2 cost of $65,000,000, 
financed by the public sale of debt and equity securities and by institutional 
borrowing. The main line is of 10-inch pipe to Conway, Kansas, where it 
branches northwardly to St. Paul, Minnesota (with a spur into central Iowa) 
and castwardly into southern Wisconsin. The so-called north central area 
consists of the nine states of Illinois, Towa, Kansas, Minnesota, Missouri, 
Nebraska, North Dakota, South Dakota, and Wisconsin. As of August 31, 
1961, Mid-America’s consignments have Rone to almost all counties in Iowa, 
Minnesota, and Wisconsin, and to a substantia) number in Missouri, Nebraska, 
and North and South Dakota. Products’ expected market area is not de- 
seribed in this same detail. 

2 Which be compares with Mid-America’s charges to Conway, Kansas, of 
0.9 cents per gallon for Texas and Oklahoma origins and 1.2 cents per gallon 
for West Texas origins. Conway is less than 50 miles cast of Bushton. 
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dence to the effect that need for imports has been reduced 
by recent local plant and refinery expansions, as well as by 
installation of storage facilities and an increase in inven- 
tories, is qualified by the further fact that at least some of 
these additions, though located in areas adjacent to, are 
outside of the area. 


With respect to the competitive conditions implicit in 
Northern’s proposals, Mid-America’s witness simply as- 
sumes that whatever losses it suffers from competition 
within the terminal areas cannot be made up elsewhere, 
although the evidence indicates that beyond the terminal 
zones competition with Products would be limited and in- 
direct.s The market 
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statistics upon which the intervener relies do not appear 
to constitute or reflect the broader market requirements of 
the area but only the sales as reported by the Bureau of 
Mines for the two years, and Mid-America does not suffi- 
ciently take into account the undisputed fact that the 
market requirements of the area are substantially expand- 
ing. Indeed, for just the period 1959-1960 sales reported 
by the United States Bureau of Mines (Bureau) increased 
by some 10.3 percent. 


With respect to the witness’ testimony that Northern’s 
allocation of costs to the service proposed to Products do 
not include all costs properly allocable thereto, it is to be 
observed, at this point only, that Products’ proposed trans- 
portation and terminal charges for points north of Bushton 
are substantially higher than those on Mid-America’s sys- 
tem north of Conway, and that Mid-America fails to con- 
sider in any degree the possible effect of the relative raw 


3 Evidence that underground storage facilities and refineries located in 
portions of the nine-state area remote from pipelines have expanded is in- 
conclusive in these considerations, 
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material costs of propane shipped on its system and pro- 
duction costs at Product’s plant, which may be as much as 
1.64 cents per gallon.? 


Again, while at an assumed 52 percent monthly load 
factor Mid-America’s line will provide an initial delivery 
capacity of 499,000,000 gallons per year,? if the market be 
taken as consisting of the reported 1960 sales of 1,502,- 
$90,000 gallons plus Mid-America’s proposed first year 
deliveries of 499,000,000 gallons and Products’ of 191,- 
940,000 gallons, the latter’s contribution to the total is 
but 8&7 percent as against Mid-America’s 22.7 percent and 
imports (1960—1,026,640,000 gallons) of 46.8 percent. 
Some 70 percent of Mid-America’s annual propane deliv- 
eries to terminals may be expected to occur during the five 
winter months (November to March). The capacity of its 
existing facilities averages 2,600,000 gallons per day. 
While Mid-America’s witness refused to accept an equal 
70 percent winter requirement assumption for the area, on 
the ground of want of knowledge with respect thereto, it is 
difficult to conclude that the operation of Mid-America’s 
system does not reflect the general character of the market, 
and, accordingly, on the basis of a tentative assumption in 
this respect there results an average winter days’ 
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nine-state area import requirement large enough (4,791,000 
gallons per day), in relation to Mid-America’s average 
daily capacity and Products’ average daily deliveries, to 
place upon the intervener a substantial duty, which it neg- 


1 As to production by Mid-America’s shippers it merely appears that in 
some instances the plant operator or processor (shipper) pays to an interest 
for its portion a percentage of the price received at the plant outlet. 


2 For the year ending August 31, 1961, Mid-America estimated it would 
have transported 488,208,000 gallons. 
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lects, to consider and explain to some degree the area’s 
load characteristics.’ 

Finally, despite the fact that Products, or its purchaser 
Northern Propane, is in the process of acquiring certain 
existing retail outlets within the area, there is no evidence 
in this proceeding of substantial concern on the part of 
Mid-America’s shippers with respect to the project.? 

Mid-America’s evidence fails to establish that Products’ 
proposed operations would produce competitive results 
substantially damaging to it or that, for such reasons, 
Northern’s application should be denied. 


3419 


Cost of Service Computations 
Northern’s Incremental Costs 


Northern seeks to support its proposed charge of 46¢ to 
Products for gas used in processing by an analysis of incre- 
mental costs in which it obtains a cost of service to plant of 
$3,905,270 or 29.5¢ per Mef. 

Costs related to the new facilities and service as deter- 
mined by the witness are: 

Gas purchased 
Operation and maintenance 
Depreciation 


Taxes—ad valorem 
Federal and State income 


Total expenses $3,674,570 
Return (6.25%) 230,700 


Total cost of service $3,905,270 


1 Products’ 191,940,000 gallons of firat year production converts to an 
average of 523,288 gallons per day before losses. Its daily design capacity 
is, approximately, 587,600 gallons. 

2It would be no less reasonable to assume that such competition as may 
arise would so affect the market price at the retail outlets that Mid-America 
would not be called upon to bear substantial losses, 
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Gas purchased includes the volume lost in extraction, 
shrinkage, and fuel (13,253,000 Mcf) and that required to 
compensate downstream customers for extraction losses 
($,911,700 Mcf) computed on the basis of a reduction in 
average annual heat content from the 1960 average of 1006 
Btu to the 985 Btu available at the Bushton outlet after 
extraction. Additional gas required to meet transmission 
fuel and line losses is also included (1,291,800 Mef) based, 
as to plant service, on Northern’s experienced ratio of 
fuel use from source of supply to the Bushton station out- 
let (3.8%), and as to downstream customers, on the over- 
all ratio of fuel use to system sales (7.1%).2 The total of 
these volumes (23,457,300 Mef) are priced at Northern’s 
average cost of gas purchased, 14.07¢ per Mef.? 
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Operating and maintenance expenses are obtained by 
applying Northern’s 1959 functional unit operation and 
maintenance costs to the additional compressor horsepower, 
added annual sales,1 and measurement facilities proposed 
in this proceeding. Depreciation on the net plant additions 
after retirements ($3,292,700) is computed at 3.5%, and ad 
valorem taxes are estimated at the 1.33% ratio of Kansas 
tax expense by plant book value. 


1 Applying the ratio (21:1006) to the total delivery, exclusive of upstream 
requirements, of 418,391,400 Mcf in Docket G-19040, 


2The Me? figure also includes line losses of 0.5% for deliveries to the plant, 
and 1% for deliveries to customers, 


2 Based on the gus purchases of 509,918,300 Mef in Dockets G-19040 and 
G-19041 at a total cost of $71,739,760, allowing for the merger (1960) with 
Permian Basin Pipeline Company. The average cost for the 12-months end- 
ing March 21, 1961, was approximately the same. The fact that Products 
will use gus at a relatively high load factor may enable Northern to use, in 
the future, more of its lower priced Hugoton gus and thus lower the unit cost. 


1Gas for the plant, udditional for customers, fucl use and line losses. 
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_ Return is based upon a rate base composed of the added 
investment in the compressor and pipeline facilities, the 
interconnection, and the calorimeter installation ($3,- 
772,700), less station and line retirements ($480,000), the 
negative average reserve balance ($400,600),? and the cost 
‘of the 2-inch fuel line at Bushton ($1,900) which is treated 
as a contribution in aid of construction. The resulting net 
‘plant investment ($3,691,400) yields a return of 6.25% or 
'$230,700.4 Income taxes are determined by the use of Fed- 
‘eral and State rates of 52% and 3.5%, respectively, after 
interest expense of 5% on 60% of net plant investment 
($3,691,400). 


It is clear that this computation makes no adequate pro- 

vision for costs associated with existing facilities to be 

‘used in connection with the service proposed, such as the 

‘matter of some 7,477 hp installed and unused at Northern’s 
Hugoton and Sublette compressor stations. 


' In the event operations over a test period of six to twelve 

' months confirms estimates of its revenues and costs North- 

_ ern commits itself to the prospective application of the ex- 
pected excess of revenues ($2,191,110) as an offset to its 
general cost of service. 


Intervener, Metropolitan District’s Incremental Costs 


The rate and research engineer of the Intervener, Metro- 
 politan Utilities District of Omaha, Nebraska (District), 
also made an investigation of the incremental cost of sales 
to Products arriving at a cost $4,386,780 higher than the 
$3,905,270 determined by Northern, based upon a larger 


2 Including interest and overhoads at 4%. 


3Groas plant retirements ($480,000) plus removal costs ($113,100), less 
salvage ($134,900) and one-half the 3.5% annual depreciation provision 
(857,000 of $115,000). 


4 Working capital is not included. 
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allowance of compensatory gas volumes to customers and 
assignments related to service use of transmission capacity, 
including ‘‘A”’ line, and use of compressor capacity. The 
resulting incremental cost of service of $8,292,050 is com- 
posed of the following items: 
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Northern’s incremental costs 
Increased volume to customers 
Loss of transmission capacity 
Increased horsepower utilized 
Looping of ‘‘A’’ line (equivalent) 


Total incremental cost 


The witness provides for an increase of 16,773,000 Mef 
per year to customers as compared with Northern’s 8,- 
911,700 Mef,* by the use of a Btu ratio of 1018:985, applied 
to the result of Northern’s adjustment based on a ratio of 
1006 :985, the effect of which is not only to bring compensat- 
ing deliveries into line with past experience but to equate 
such volumes to the 1018 Btu average estimated for Bush- 
ton for 1962 before extraction.? For reasons which appear 
in the consideration of the Btu problem in a section of this 
decision which follows, in relation to cost allocations, it is 
found that District’s Btu ratios are improper for cost pur- 
poses and not supported by the evidence. 


Fixed costs which the witness attributes to loss of trans- 
mission capacity are determined on the basis of the unit 


1 After allowing for fuel and line losacs the total becomes 18,131,700 Mcf 
as compared with Northern's 9,633,600 Mcf. 


2The computation is otherwise performed in the same manner as that uscd 
by Northern, thus providing for gathering and main line compression and 
purification losecs at 7.1%; gathering and transmission lonses at 1%; pricing 
volumes at Northern’s computed average of purchased gas cost (14.07¢ 
per Mef). 
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| fixed cost of $66.46 per Mcf presented in the proceedings 
in Dockets G-19040 and G-19041 applied to the system 
capacity north of Bushton of 1,709,810 Mef stated in the 
' amended application in Docket CP61-190. The resulting 
system fixed costs thus estimated are converted into costs 
_ per MMBtu by restating the capacity in terms of 1018 Btu 
' per ef and the adjusted capacity for 1963-1964 of 1,735,457 
Mef in this proceeding again in terms of 985 Btu. The 
difference in unit MMBtu costs ($1.19) applied to the ca- 
' pacity of 1,709,810 Mef yields the witness’ increase in 
system fixed costs due to loss of transmission capacity. 


Not only is the same Btu assumption mentioned in the 
second preceding paragraph above again involved but the 
' witness assumes an entitlement in present customers for 
the use of the 1,735,457 Mef of capacity provided substan- 
' tially by facilities authorized in previous proceedings, in- 
cluding Docket CP61-190, regardless of the pertinent 


capacity 
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i in terms of actual Btu of gas heretofore available. Ac- 
cordingly, in the absence of a showing that the 1018 Btu 
value of unprocessed gas has an appropriate relationship 
to the previous use of such facilities its application as a 
factor in this instance is unsupported and irrelevant. Fur- 
ther, if instead, the 1006 Btu base advocated by Northern 
be used the MMBtu capacity divisors become approxi- 
mately equal and the increase in fixed costs per MMBtnu is 
effectively zero. 


Fixed costs attributed to compressor capacity use are 
determined on the basis of the overall $253 average invest- 
ment per horsepower relating to installations of 22,000 hp 
($5,571,600) authorized in four other proceedings,’ and the 
application thereof to the difference in capacity herein- 


1 Dockets G-14697, G-14779, G-17485, and G-17486. 
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above mentioned of 12,234 hp (18,234 hp less the 6,000 hp 
added in this proceeding.) 

The thus derived additional investment of $3,095,200 
after appropriate deductions for depreciation (3.5%) and 
interest (5% on 60% of the rate base) yield the combined 
retarn (6.25%) and tax (Federal income and ad valorem) 
costs stated in the above tabulation ($452,600). 

In relation to this matter the fact is that the capacity 
in question is not now required by Northern’s utility cus- 
tomers and there is no basis for allocating a cost to service 
which exceeds a pro rata portion of the actual total con- 
cerned. 

Finally, the witness proposes as an additional estimated 
cost the depreciation, return, and taxes which would per- 
tain to a hypothetical looping in lieu of Northern’s upgrad- 
ing of the ‘‘A’’ line. He determines the replacement re- 
quired to provide a capacity of 109,561 Mcf? per day to be 
46.39 miles of 30-inch main line loop which, priced at 
$99,258 per mile,* would involve an investment of $4,604,600. 
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The thus determined cost is, in fact, not directly addi- 
tional as it includes to a greater or lesser degree amounts 
which relate to Northern’s proposals for station modifica- 
tions and additions at Mullinville ($422,200), and the modi- 
fications and additions to pipeline facilities, including the 
changes on the ‘‘A’’ line ($365,800). 

However, the capacity in question, here, too, is not now 
required by Northern’s utility customers and no basis 
exists for allocating either hypothetical costs to the service 


2The difference between the capacity to be available as a result of these 
proceedings (203,000 Mef per day) and the capacity for the section as stated 
in CP61-190 (193,439 Mcf). 

2 The average estimated cost per mile of some 103.5 miles of 30-inch loops 
proposed by Northern in five other dockets—G-14697, G-14779, G-17485, 
G-18756, and G-14962. 
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to Products or costs in the amount proposed by the Inter- 
vener. 


Indeed, the witness’ premise that upgrading the ‘‘A”’ 

_ line by replacing valves and cleaning is merely mainte- 

nance, and his assumption to the effect that this facility is 

subject to some exclusive equitable first call by existing 

customers in the future raises a question analogous to that 

' generally disposed of by the Commission in the Atlantic 
‘ Seaboard: case in a manner adverse to the contention. 


In summary, inclusion of the several additions of cost 
which the Intervener proposes is not supported by the 
evidence. 


3424 
Btu Considerations 


The several allocations of cost presented in this proceed- 


ing are based primarily upon the demands and volumes 
' used by Northern in the rate proceedings in Docket G- 
' 49040 because the data there presented is the only data 
available which correlates system-wide costs and revenues. 


Northern’s allocations assume a peak day delivery, down- 
stream from Bushton, of 985 Btu after extraction as com- 
pared with 1000 Btu before, while interveners, the utilities 
and Mid-America, assume corresponding deliveries of 990 
Btu and 1023 Btu2 For the weighted annual average 
Northern employs 985 Btu after extraction and 1006 Btu 
before, while the interveners employ a corresponding 985 
Btu and 1018 Btu content. 


1 Atlantio Seaboard Corporation, et al., 11 F.P.C. 48, 58-59 (1952), affirm: 
ing the intermediate decision (11 F.P.C, 486, 584) which denied a contention 
to the effect that unused capacity in new facilities was to be treated as if 
held in reserve for future users. 


1In its incremental cost evidence, however, the District used 1018 Btu for 
the demand adjustments. 
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The general terms and conditions of Northern’s FPC Gas 
Tariff provide (Section 1.2(e)) that the average gross heat- 
ing value of gas delivered is expected to approximate 
1000 Btu per cf, and that if in any month the arithmetic 
average of the hourly gross value shall be less than 975 
Btu or more than 1025 Btu the volume measured shall be 
decreased in proportion to the decrease below 975 Btu, or 
increased in proportion to the increase above 1025.? 

As pointed out, above with respect to ‘‘System Capa- 
bilities’’, Northern’s witness testified that customers 
project expected demands principally on the basis of cus- 
tomer use, that on some 47 days during the heating season 
1960-1961 the average Btu fell below 1000 Btu, and that 
according to Northern’s official calorimeter the weighted 
average heat content of the gas delivered north of Bushton 
during the year 1960 was 1006 Btu per ef.* 
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For cost allocation purposes, the evidence supports 
Northern’s witness’ conclusion that volumes nominated by 
the utility customers are necessarily based upon an approxi- 
mate 1000 Btu base and that the use of a higher base would 
be inappropriate and inaccurate. The further evidence is 
that in estimating demands the intervener utilities, as a 
matter of consistent practice, made no assumption as to 
the Btu but generally use the number of consumers and con- 
sumer use factors, or taking a peak day during a recent 
winter add the incremental load required for the antici- 
pated additional consumers, and thus reflect past experi- 
ence in the matter of the Btus delivered. Indeed, even the 
District in the nomination of its contract demand of 116,000 


2 Section 3 provides as to quality, that the gas delivered shall be merchant- 
able natural gas as produced but that Northern shall have the right to process 
the same as Northern may consider necessary or expedient in the conduct of 
ite business. 

3 The test year in Docket G-19040. 
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| Mef made no assumption as to Btu in the range here pro- 

' posed. Nor is there evidence that the adjusted results ob- 
tained by interveners’ use of the 1023 :990 ratio represent 
volumes which the utilities needed or for which they would 
have contracted.’ 


Similarly, it is to be observed that G-19040 annual vol- 

! ymes estimated for the test year 1960 were based, as to the 

nominating customers, on the 12 months ending July 1959. 

' Thus, while it appears that the system’s weighted annual 

averat@ Btu varied during the period 1956-1961 from 1006 

Btu (1960) to 1021 Btu (1958),? the annual volume esti- 

‘ mates reflect substantially the experience of 1959, with 
Btus of delivery close to the 1006 Btu of 1960.* 


| ‘With respect to these matters neither the 1962 estimated 
' peak day value of 1023 Btu nor the estimated weighted 

year’s average of 1018 Btu represents an operating sta- 
i tistic, or a positive forecast, or an assurance on the part of 


’ Northern as to the future heat content of gas delivered at 
Bushton. Indeed, if such higher Btu be used then, consist- 

' ently, the base demand and volumes stated in the earlier 

' docket (G-19040) would have to be adjusted, downward. 

' Nor does the evidence establish that Northern could meet 
the demand computed by the interveners; according to 
their ratios. 


Accordingly, it is found that the evidence does not sup- 
port the use in cost allocation of the higher Btu ratio 


1 Demands set forth in the G-19040 proceeding total, on a 1000 Btu basis, 
1,518,524 Mef (Exhs. 12 and 41). 

2 Thus: 1956, 1009 Btu; 1957, 1015 Btu; 1958, 1021 Btu; 1958, 1009 Btu; 
1960, 1006 Btu; and 12 months ended May 31, 1961, 1011 Btu. 

3 The 1960 estimates of some 6 customers, approximating 130,000,000 Mef 
wore based on an actual weighted year’s average of 1009 Btu; further esti- 
mates of approximately 145,000,000 Mef were based implicitly on 1000 Btu; 
while those mado by Northern, on behalf of others, were based on 1006 Btu— 
for a resulting weighted average, according to the Northern witness, of 
1005.5 Btu. 
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assumed by interveners but, to the contrary supports only 
the ratios employed by Northern. 


° 3426 
Northern’s Allocated Costs 


The cost of service which Northern computes on the 
basis of allocated system costs totals $6,005,135, as com- 
pared with the $3,905,270 derived on an incremental cost 
basis. The former sum, which yields an indicated cost of 
45.3¢ per Mef, and the allocations are composed of the fol- 
lowing amounts. 


Plant 
Production: 


Gas purchased—net $ 4,250,683 
Gathering 494,910 


Transmission and Storage: 
Non-mileage demand 58,924 


Non-mileage commodity 116,655 
Mileage demand 403,396 
Mileage commodity 619,907 


Accounting and collecting: 
Delivery points 3,199 
Commodity 40,619 


Sales promotion: 
Commodity 8,842 


Total cost of service $166,395,661 $ 6,005,135 
Volume (Mcf) 446,570,900 13,253,000 
Unit cost of service (per Mcf) 37.3¢ 45.3¢ 


2 System costs are as computed by Northern in its rate proceeding in 
Doeket G-19040 with a return of 6.25% plus the incremental costs of 3,905,270, 
above, resort again being had to the earlier docket as the only available 
source of data which correlates costs, volumes, and revenues. By order issued 
December 21, 1961, the Commission approved a rate settlement agreement 
concerning this docket on the basis of data showing total system demands of 
1,285,894 Mef, annual sales of 452,591,650 Mef and a transmission division 
net cost of service (1960, adjusted) of $167,091,750. 


390 


(3427) 
3427 


Northern allocates gas purchase cost on a Btu basis, 
gathering, transmission and storage non-mileage demand 
and commodity, accounting and collection commodity, and 
sales promotion costs on a volumetric basis, transmission 
‘and storage mileage demand and commodity costs on an 
'Mef-mile basis, and certain other distribution costs accord- 
‘ing to the average cost per delivery point. 


The gas purchased cost allocated to plant service results 
from the application to the estimated 31,054,790 MMBtu 
‘of plant shrinkage and fuel losses of the 14.07¢ per Mef 
unit cost (derived from data in Docket G-19040 and G- 
19041) converted in terms of 1026 Btu in the field to 13.71¢ 
per MMBtu. 


Northern allocates gathering costs on the basis of a 
‘ unit cost of 3.734¢ per Mef derived from a system volume 
' of 446,570,900 Mef, including 13,253,000 Mef for plant use 
‘ and 8,911,700 Mef of additional volumes for present cus- 
"tomers, which it applies to plant volume only, so that it 
' does not attribute to the plant the costs of gathering asso- 
ciated with the additional downstream volumes. 


Similarly, it allocates transmission and storage non- 

, mileage demand costs, by means of a unit cost related to 
demands of 1,616,374 Mcf, including 39,862 Mef for the 
plant, and some 22,778 Mef additional for present custom- 
ers, but attributes to plant service that cost which relates 
ry only to the plant volume, while with respect to the commod- 
ity costs it employs a unit cost related to 446,570,900 Mef, 
or 0.8902¢ per Mef, by means of which there is charged 
' to the plant a sum associated only with the annual plant 
use of 13,253,000 Mef. 


Again, in the allocation of transmission and storage 
mileage demand and commodity costs the same general 


391 


(3427) 


procedure is adopted, and the respective unit costs of 
2.735¢ per Mcf and 0.01264¢ per Mcf mile for these cate- 
gories, obtained by the respective volumes weighted by 
their average miles of transmission,’ are applied to the 
corresponding demand Mcf-miles and commodity Mcf-miles 
of the plant’s requirements. 


328 


Northern seeks to justify its exclusion of costs associated 
with the additional demand and commodity volumes for 
present customers on the ground that it is improper to im- 
pose upon the plant costs which are associated with volumes 
delivered to others which it does not use. However, the fact 
is that the additional volumes are provided in order that the 
service available after the proposed plant operation shall be 
on a parity, in terms of heat service, with that existing prior 
thereto. This does not represent a device added for the 
purpose of customers sharing in the benefits of plant oper- 
ations, and by the same token such operations should not 
benefit at the expense of the customer because of a failure 
to provide supplemental volumes to compensate for therms 
lost, which the latter had a right to receive on the basis 
of accepted contract demand nominations and estimated 
volume requirements. 


Utility Customers’ Allocation 


Utility customer interveners by the same Mcef-miles 
method of allocation used by Northern, would allocate 
$7,868,511 to plant cost of service (59.4¢ per Mef of plant 
volume) by adding to Northern’s allocation of $6,005,135 
an amount of $1,863,376, reflecting the provision for down- 


1 Por the demand eomponent’s divisor the 1,616,374 Mcf, as before, trans 
ported an average distance of 758.4 miles to give 1,225,871,831 demand 
Mef-miles; and for the commodity ecomponent’s divisor the 446,570,900 Mcf 
transported an average of 779.6 miles to give 348,127,661,721 commodity 
Mef miles. 
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stream customers of additional volumes of 49,720 Mecf on 
' peak and 13,847,725 Mef annually. These are computed, 
by applying, severally, a Btu ratio of 1023:990 to a base 
demand quantity of 1,491,582 Mef and a Btu ratio of 1018: 

985 to a base sales volume of 413,333,611 Mcf. However, 
as previously determined above, the Btu ratios used by 
these interveners are inappropriate costwise and, accord- 
ingly, the additions of demand units and commodity volume 
proposed cannot be fully accepted. 


Mid-America’s Allocations 


The intervener, Mid-America, would have allocated as 
plant cost of service a sum of $13,262,808 (1.0007¢ per Mcf 
of plant volume). 


Mid-America’s witness premises that because of the 
proposed extraction at Bushton, and to meet the thermal 
requirements of customers, downstream utilities will have 
to purchase 3.33% more gas (Mef) on peak days and simi- 
larly 3.35% annually. 


It is his opinion that Northern’s total system costs 
should be allocated according to the so-called Btu-mile 
method, whereby non-mileage demand and commodity costs 
of service would be allocated to sales on the basis of ratios 
of peak day and annual MMBtnu sales to the respective 
system totals and mileage demand and commodity costs 
would be allocated on the basis of ratios of peak day and 
annual MMBtu miles to respective system totals of MMBtu 
miles. It would also assign to the proposed sale to Prod- 
ucts, that portion of system costs allocable to the MMBtu 
equivalent of compensatory volumes of gas sales computed 
to be required for the use of downstream customers. 


3429 


Accordingly, using estimated 1960 system peak and an- 
nual sales of 1,553,718 Mcf and 424,406,200 Mcf, obtained 
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from Docket G-19040, and applying to the downstream 
portion thereof? the ratios of 1023:990 Btu (peak) and 
1018:985 Btu annual, he derives additional downstream 
quantities, or entitlements, of 50,652 Mef (990 Btu) on peak 
and 14,017,158 Mef (985 Btu) annually, the cost of which 
he proposes to add as a charge against plant service. 
However, the witness declines to state as his opinion that 
these quantities, derived according to his assumptions, 
would in fact have been required by customers, and, ex- 
pressed no opinion as to when the requirements of those 
customers would reach the levels which his results indicate. 


The Commission’s opinion and decision in Gulf Inter- 
state Gas Company, 12 F.P.C. 116, 126-7 (G-2058, 1953) 
cited by intervener in support of its Btu-miles method of 
allocation, states the proposition that cost determination 
must give recognition to the Btu effects of extraction, but, 
as in the case of Wilcox Trend Gathering System, et al., 
11 F-.P.C. 435, 447 (1952), sets forth no formula for the mak- 
ing of such an allocation. Moreover, it is clear that in the 
similar circumstances which obtain in this proceeding the 
Commission’s holding in Panhandle Eastern Pipe Line 
Company, (G-2506, 1961) Opinion No. 344 as controlling and 
that, accordingly, gas costs should be allocated in pro- 
portion to the Btu estimated and transportation costs in 
proportion to the volumes involved.? 


In conelusion, therefore, on the grounds hereinabove 
stated with respect to the rejection of the use of the Btu 


1 That is the 1,519,576 Mef and 418,391,400 Mef, respectively, which relate 
to customers north of Bushton. 


2In Phillips Petrolewm Company, 24 F.P.C. 537, 562-565 (1960) the Com- 
mission used a Btu method to allocate the purchased gas and gathering facili- 
ties costs but expressly stated the fact that Phillips was an independent pro- 
ducer, without a pipeline, selling various products, oil, residue gas, gasoline, 
ete., was controlling in this respect. It pointed out that tho rulo was useful 
as related] to that proceeding. 
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‘ratios proposed by the various interveners, as well as upon 
the principles applied by the Commission in the Panhandle 
Eastern Pipe Line Company, case (supra), Mid-America’s 
witness’ proposed cost allocation results must be dis- 
allowed. 


3430 
The Determination of the Cost Credit 


_ As stated, all participants rely on data submitted in the 
‘recently concluded rate proceedings in Northern’s Docket 

G-19040, on the grounds that the estimates there set forth 
as to 1960 operations afford the only presently available 
' source of correlated costs, demands, sales, and revenues.” 
" Assuming access to information, it appears that the burden 

of proof affords an adequate basis for concluding in this 
_ proceeding that data as comprehensive as that which would 
be proper in a rate proceeding is not required. 


Accordingly, the procedure adopted by the several par- 


ticipants of using Docket G-19040 costs, adjusted by the 
amount of Northern’s immediate incremental costs, is ac- 
cepted as providing a proper basis upon which to deter- 
mine the necessary rate adjustments. 


1 See, Commission’s order in Northern Natural Gas Company et al. (G-19040 
et al.), issued December 21, 1961, Order Approving Rate Settlement Agree 
ment, Prescribing Refunds, and Terminating Proceedings in Part. 


2 Docket CP61-190, which has beon referred to in this proceeding as a source 
of data concerning later demands of customers, involves an application filed 
by Northern on January 16, 1961, as amended, for authorization to construct 
and operate 1.4 miles of -inch loop line and storage ficld compressor facilities 
expected to cost $482,600. The application stated that the facilities were 
needed to enable Northern to provide for 12,565 Mef of increased 1961-1962 
demands of oxisting customers, Northern therein proposed to operate its 
Redfield storage facilities to supply the above and 76,720 Mef of other 
demands. In June 1961, the Commission (Opinion No, 345) authorized 
Northern to supply up to 100,000 Mef per day of contract demand from the 
same field. The total of 189,000 Mcf from storage has served to reduce 
the ostimated cost of mainline projects, previously proposed and authorized, 
by somo $13,000,000. 
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Also, for the reasons hereinabove given, it is concluded 
in this connection that the appropriate Btu ratios for ad- 
justing demand and annual volumes are those upon which 
the existing demand and requirement obligations of North- 
ern and its customers now rest, i.e., 1000:985 Btu and 1006: 
985 Btu, respectively. It is, therefore, further found on 
the basis of the 1,616,374 Mcf of system demand, that 
there should be added 
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an amount of 22,778 Mcf for downstream customers,’ and 
likewise on the basis of 446,570,900 Mcf of annual sales 
provision should be made for additional annual deliveries 
of 8,786,295 Mef.2 Using 370 miles for the Mcf-mile deter- 
minations, the foregoing adjustments produce costs total- 
ling $1,092,256 which, added to the costs allocated by North- 
ern of $6,005,135, produces a total cost of service of $7,- 


097,391, or 53.6¢ per Mef, for gas delivered to the plant.® 


While Northern uses a mileage of 758.4 miles for system 
peak quantities, 779.6 miles for system annual quantities, 
and 730 miles for quantities to be delivered to the plant, 
milegae pertaining to the added quantities represents an 
uncertain factor in the allocations herein. 


2 As but 4,000 hp of the 6,000 hp applied for at Bushton is required by 
immediate demands the downstream gas will have a temporary heat content 
of 987 Bta instead of the 990 Btu anticipated upon complete installation. 
However, Northern’s use of 985 Btu as the base provides the necessary margin 
of safety to adequately cover the above condition. 


1Le., 15% of system demands of 1,553,734 Mcf less 35,210 Mef of demands 
south of the plant. 

2Le., 2.1% of system sales of 424,531,604 Mcf less sales south of the plant 
of 6,126,564. 

2 As compared with Northern’s computed average cost of 45.3¢ per Mef; 


intervener utilities’ allocation of $7,868,511 and unit cost of 59.4¢ per Mcf; 
and Mid-America’s allocation of $13,189,669 and unit cost of 99.52¢ per Mef. 
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_ The other participants accept Northern’s mileages for 
the quantities to which they relate, except that Mid- 
' America uses an average haul of 784.5 miles for the addi- 
tional peak and 802.7 miles for the additional annual sales 
to customers north of Bushton without, however, explain- 
ing the derivation of these figures. The witness for the 
; utility interveners testified that he did not use distances 
beyond Bushton because of the problems involved in allow- 
ing for the reduction in specific gravity of the gas and its 
effect in increasing the transmission capability of the line,* 
and indicated further, in this connection, that not only 
would a method of computation have to be selected but its 
use would unnecessarily complicate future rate considera- 
tions. Nevertheless, the objections of this witness on this 
matter are both brief and vague. 


Mileage effects may nevertheless be tested in this respect 
by assigning the additional peak and annual volumes to 
zones in the ratio of zone demands and volumes stated in 
the settlement in G-19040,* and pricing these assignments 
by the settlement rates. The resulting cost of service 


$432 


revenue less the result of pricing the same quantities at 
the Zone 1 rates, as if delivered at Bushton, reflects the 
practical effect of the mileage factor in revenues. 


Accordingly, in lieu of other available data, an allow- 
ance of $216,176 is adopted as the measure of the down- 
stream distance effect related to the added deliveries to 


—_ 


4 Tho increase itself in of the order of 1.38%. 


6 This reference to adjusted operating data does no violence to the reserva- 
tion that no party shall be prejudiced or bound by the coat of service or the 
allocations used in arriving at the settlement. (See, Appendix I, p. 18, to 
Commission’s Order issued December 21, 1961, approving tho settlement 
agreement.) 
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existing customers. The total cost of service to the plant 
thus becomes $7,313,567, or 55.2¢ per Mef. 


Indicated Adjustment of Rates on Cost Basis 


Northern’s initially proposed uniform zone by zone re- 
ductions in demand (6¢ per Mecf) and commodity (0.48¢ 
per Mef) charges were determined by multiplying 1960 
estimated average revenue per Mef of billing demand 
($4.036229) and volume sales (22.81356¢), derived from G- 
19040 data, by the estimated 1.5% peak day and 2.1% 
weighted annual average Btu losses... This method in- 
volves at least one assumption contrary to an acceptable 
cost allocation procedure.? 


The intervener, Minnesota Valley Natural Gas Company, 
contends in its brief for the rejection of the uniform zone 
by zone rate reduction proposed by Northern in favor of 
the application of a percentage of Btu reduction in the 


different demand and commodity components in each rate 
zone, but this contention, insofar as it presupposes only 
the application of a percent Btu loss in peak and annual 
deliveries, also involves an unacceptable feature. More- 
over, because of the findings which follow, the proposal is 
substantially moot. 


The above determined cost of $7,313,567, less incremental 
costs of $3,905,270 related to facilities proposed for service 
to the plant, or $3,408,297, represents that portion of rate 


1In its amended offer, accepted by downstream customers representing an 
apparent 78% of both 1960 demand and volume sales subject to Northern’s 
FPC Gas Tariff, Northern increased these proposed uniform zone by zone 
reductions to the equivalent of 15.5¢ per Mcf on the demand charge and 
0.76¢ per Mef on the commodity charge, 5.5¢ per Mef of the demand reduc- 
tion being stated on the basis of dividing a flat $1,000,000 offer on the demand 
charge by 1961-2 billing demands. 


2¥.g., it assumes an allowance of gas purchase cost on a volumetric rather 
than a Btu basis. 
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determining costs used in G-19040 which the plant should 
now be called upon to assume. 


In the absence of evidence which permits of some more 
direct disposition, it is premised that the relationships re- 
lated to, and created 
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by, present zone rates should be maintained. Accordingly, 
the combined jurisdictional and non-jurisdictional sum in- 
cluded in the above $3,408,297,' is multiplied by the ratio 
of 1960 zone jurisdictional to system revenues (0.86) to 
obtain an amount of $3,114,315 creditable in the ratio of 
jurisdictional zone to total jurisdictional revenues to Zones 
1, 2, and 3, and B, respectively, as well as Zone C2 With 
further development of an average zone credit per Mcf, 
ratios of zone demand units to commodity volumes and 


existing demand to commodity rates, the indicated zone 
rate adjustments become: 


Demand Commodity 
Adjustment Adjustment 
(per Mef) (per Met) 
an eee AS 


T.4¢ 0.49¢ 
8.1¢ 0.50¢ 
8.7¢ 0.51¢ 
8.2¢ 0.57¢ 
9.0¢ 0.59¢ 
8.4¢ 0.50¢ 


1I.e, the portion allocated to plant service by Northern ($6,005,135), less 
the amount of incremental cost ($3,905,270), or $2,099,865. 


2Zone C was not included at the time of the settlement in G-19040, and, 
accordingly, use is here made of the zone's currently stated demands of 14,183 
Mef and annual volumes of 3,403,225 Mef which correspond to a load factor 
assumed to be approximately equal to that obtaining in Zone B (65.74%). 
Due to the relatively small loads indicated for Zone C any overall inaccuracy 
resulting from the assumptions would have relatively minor effects. 
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By comparison, the utility interveners, using rates since 
reduced by the G-19040 settlement, compute reductions 
necessary to offset an increase in the cost of purchasing 
additional quantities of gas to replace Btu’s lost in extrac- 
tion, which range, in the case of individual companies, 
from S2¢ to 13.7¢ per Mecf in the demand and 0.735¢ to 
O.S7¢ per Mcf in the commodity charge.* However, the 
reductions have been computed on the 


ASA 


basis of the above rejected Btu ratio of 1018:990, and 
cannot be accepted. 


But for the fact that Northern conditions its latest settle- 
ment offer upon the execution by its customers of new serv- 
ice agreements providing increases in contract demands 
of 2.5% above those in effect on October 27, 1961, the rate 


reductions offered would be more than required by the 
above allocation of system costs.? 


It is therefore found that under an adjustment or under 
an offer which provides, independently of other conditions, 
for a reduction in rates at least equal to those above tabu- 
lated, Northern’s downstream jurisdictional customers 
would in no material respect be called upon to subsidize 
Northern’s proposed service to Products’ plant. However, 
the record affords no basis upon which to determine the 
equity of the condition which Northern annexes to its cur- 
rent offer that customers execute amendments to their 


2 By zones the comparable reductions range from 11.4¢ to 13.7¢ per Mcf 
im the demand and from 0.72¢ to 0.875¢ per Mcf in the commodity charge. 


2 Northern’s cash offer of a uniform reduction in zone demand charges for 
contract demand and pipeline rate schedules of $1,000,000 annually equates 
to 5.5¢ per Mef and produces a total offered reduction in these charges of 
15.54 per Mef. The offer of 0.76¢ per Mef reduction in zone commodity 
tates applies to the contract demand, pipeline, intorruptible overrun, and 
pipeline overrun rate schedules. 
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service agreements which would increase their demands by 
2.5%, and therefore, absent general acceptance of the offer 
as conditioned the same cannot be used as the basis for a 
rate condition in this proceeding. 


It is found that a certificate issued in this proceeding 
should be conditioned, as provided in the order included as 
a part of this decision, to require that Northern shall file 
evidence satisfactory to the Commission of the general 
acceptance of its current offer of settlement as well as 
appropriate amendments to its existing rate schedules to 
reflect the proposed reductions in terms of definite charges 
per Mcf; or, shall file, in manner duly provided in the 
premises, rate schedules which accomplish the reductions 
in zone demand and commodity charges hereinabove deter- 
mined; and in either instance the adjustments should be 
effective coincident with the initiation of Northern’s serv- 
ice to Products. 


3435 
Tariff Changes—General Terms and Conditions 


Northern proposes certain changes in The General Terms 
and Conditions with respect to measurement factors (Sec- 
tion 1.2(a)), heat value (Section 1.2(e)), and quality (Sec- 
tion 3). 


With respect to the first of these proposals Northern 
would change the provision as to measurement to provide 
that the determination of volume delivered, shall be made 
in accordance with the recommendations set forth in the 
AGA Gas Measurement Committee’s more recent report 
(Number Three) rather than Report Number Two as now 
provided. This appears to represent a mere updating of 
the provision, and the proposal is approved. 


Although Northern’s evidence is the heat content of the 
downstream gas on a weighted annual average basis will 
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not be less than 985 Btu, and its contract with Products 
provides that the latter will operate its plant so that the 
monthly average of hourly gross heating value of the 
natural gas in the downstream lines shall not be less than 
975 Btu per ef, and that the gross heating value in any line 
shall not vary more than 2 Btu below 975 Btu, Products 
has no responsibility to assure that the downstream gas 
shall have a heat content of 985 after extraction. Accord- 
ingly, the certificate herein issued should be conditioned 
upon Northern’s amending Section 1.2(e) of its Tariff to 
include an appropriate volumetric, adjustment in the event 
the Btu content should average less than 985 Btu, in terms 
as set forth in the order included as a part of this decision. 


Northern would also make certain changes with respect 
to the calorimeter as an instrument of measurement of the 
Bta content and would relocate this instrument down- 
stream of the last point of processing and extraction. Both 


the langnage and the evidence in the proceeding leads to 
the conclusion that these changes have no such significance 
as to require their rejection, and the proposed changes are 
approved. 


The amendment as to ‘‘quality’’ would detail Northern’s 
right to process its gas for certain specified hydrocarbons 
such as sulpher compounds, helium, nitrogen, natural gaso- 
line, carbon dioxide, ethane, butane, propane, and other 
hydrocarbons, including methane, the basic constitutent of 
natural gas, but only insofar as the latter was incidental to 
the extraction of any other component, including fuel used 
in the extraction process. 


SAS 


The matter is settled by the holding in Panhandle Eastern 
Pipe Line Company, et al., 12 F.P.C. 686 (1953), aff’d, 12 


1 No penalty is provided. 
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F.P.C. 706, to the effect that the sale of hydrocarbons such 
as ethane and heavier is not a sale of natural gas. Helium, 
while a gas, is commonly known to be inert and non inflam- 
mable. There is no lawful basis for rejecting Northern’s 
specification of the above substances as those with respect 
to which it reserves the right to extract.? 


Minneapolis Gas and others propose the inclusion in the 
General Terms and Conditions of a provision which would 
fix the method of allocating costs to the extraction plant 
by stipulating that cost of gas be determined by multiply- 
ing Btus of plant fuel and shrinkage by the average cost 
per Btu of gas purchased and the cost of gathering and 
transmission by allocation on the basis of volume of plant 
fuel and shrinkage, and the additional volumes necessary 
to compensate the downstream customers. 


While Staff Counsel is substantially correct in the con- 
tention that the proposal pertains to general rate making, 


and is not a matter appropriate for disposition in this pro- 
ceeding, more fundamentally the proposal represents noth- 
ing more than an attempt to use the certificate provision 
of Section 7 of the Act for the purpose of limiting North- 
ern’s ability to exercise, in the future, rights which it may 
have under the rate provisions of Section 4(e) of the Act. 
The proposal is denied. 


1It may be noted that under date of July 28, 1961, Helex Company, North- 
ern’s subsidiary, entered into a contract with Northern by which it acquired 
the right to extract helium from the Hugoton gas in the latter's lines, and as 
of August 15, 1961, entered into an agreement with the United States, acting 
through the Director, Bureau of Mines, Department of Interior, for the pur 
pose of enabling the United States to acquire the helium to be extracted by 
Helex. The latter is obligated thereunder to construct and operate a helium 
extraction plant at Bushton to be ready by January 1, 1963, capable of 
processing not leas than 500,000 Mcf per day. Northern’s Hugoton gas con- 
tains 0.46% helium by volume of the gas flowing on the Sublette-Mulliaville- 
Bushton and Holcomb-Burdette-Bushton lines and the helium will be sold in 
a gas mixture of which it will constitute some 60% of total volume. 
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Miscellaneous Considerations 
Obsolescence 


No evidence exists indicating that the reduction in Btu 
will take substantial effect in rendering obsolete customer 
appliances or the intervener utilities’ distribution facil- 
ities. It is very generally stated in the testimony that the 
extraction will have some such effect 
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upon distribution facilities. However, in the single specific 
instance given, of the supply line to Iowa Power and Light 
Company’s Des Moines Power Station, No. 2, it also ap- 
pears that other independent operating factors are already 
exercising influence in the limiting of capacity. 


Mid-America’s pipeline engineer consultant testified that 
the extraction would reduce the energy carrying capacity 
of Northern’s downstream lines by more than the gain to 
be obtained by the reduction in specific gravity. On the 
basis of a peak day 1023:990 Btu ratio he obtains a reduc- 
tion in capacity of some 1.8% and an estimated additional 
requirement of 12,816 hp downstream. However, North- 
ern’s witness’ testimony on the subject is to the effect that 
existing horsepower can transmit estimated 1962 loads 
under conditions of overload that lie within acceptable op- 
erating limits and costs associated with the use of existing 
facilities have been given due recognition in connection with 
the consideration of allocated costs, supra. 


Super-interruptibility 


Northern’s contract with Products provides that it shall 
have the right at any time during the term of the agreement 
to curtail or discontinue deliveries to the latter, when, and 
to the extent, Northern requires such volumes, in whole 
or in part, to meet the firm requirements of domestic, small 
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volume commercial and small volume industrial customers 
as defined in its Tariff. While Northern concedes that 
under this provision it would be required to make deliveries 
to Products ahead of overrun service, the latter service 
appears to be available only to contract demand customers 
and no utility intervener asserts that it would be discrimi- 
nated against by Northern’s proposed method of opera- 
tion. The one brief which contends that Products’ status 
would constitute discrimination fails to refer to any operat- 
ing effects which would support its contention and none are 
apparent in the evidence. However, the matter is one that 
may be considered in such subsequent proceedings as the 
future requires. 


Upstream Processing 


The utility interveners desire a condition inserted in the 
grant of a certificate which would require Northern to 


continue the operation of certain upstream processing sta- 
tions whose revenues are now offset against cost of serv- 
ice. 


Northern’s gas is processed before main line transmis- 
sion at certain central upstream locations. These include 
Northern’s two plants in the Hugoton area (Holeomb and 
Sublette) and one at Spearman. Northern 
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estimates that in 1962 some 238,719,000 Mef of 578,635,000 
Mef of gas purchased will be processed upstream as com- 
pared with 168,892,000 Mef of 516,413,000 Mef purchased 
during the year ended May 31, 1961. 


It is generally apparent that Northern has no present or 
projected plans for a cut-back of the gasoline extraction 
operations at its plants and the condition is unnecessary. 
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Limitations on Deliveries 


Certain utility interveners also propose a condition limit- 
ing deliveries to Products for processing to 900,000 Mef 
per day and sales to 39,862 Mcf of gas on a peak day and 
13,253,000 Mef annually. Northern has stated through a 
responsible official that it would have no objection to a 
limitation if operationally feasible, but the evidence does 
not establish that such a limitation would be proper at 
this time. Accordingly, the proposal is denied without 
prejudice 

3439 
Status of Installations 
Mid-America’s Complaint 


Mid-America complains that Northern has either com- 
menced or completed construction of certain of the facil- 
ities included in its application prior to the issuance of a 
certificate therefor.* 


In its response to the complaint? Northern contends, that 
authority is not required with respect to the installation of 
connecting lines at Bushton, the upgrading of the ‘‘A”’ line, 
and the installation of measurement and calorimeter facil- 
ities. 


As to the connecting lines, Panhandle Eastern Pipe Line 
Company, et al., 12 F.P.C. 686, 692, 703 (1953), aff’d 12 
F-.P.C. 706, established that the Commission’s jurisdiction 
attaches with respect to facilities used for the transporta- 
tion, measurement, and delivery of fuel gas supplied to the 
extraction plant but not otherwise. As fuel will be taken 
from the rich absorber which will be supplied from the 


1 Complaint by letter dated November 9, 1961, filed November 14, 1961. 
2 Letter to the Secretary dated November 20, 1961, filed November 22, 1961. 
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30-inch line leading thereto this line is technically subject to 
jurisdiction.® 


The installation of onstream pipe cleaning equipment 
as a part of the upgrading of the ‘‘A’’ line is related pri- 
marily to ‘‘obtaining more efficient or more economical op- 
eration of authorized transmission facilities’? and should 
be held to constitute an ‘‘auxiliary installation’? as that 
term is used in Section 2.55 of the Commission’s Rules of 
Practice and procedure to distinguish for purposes of ad- 
ministration between facilities which are not to be consid- 
ered subject to Section 7(c) of the Act. The substitution 
of seven high pressure valves on the ‘‘A’’ line, a section of 
Northern’s overall transmission system, will ‘‘not appre- 
ciably change the daily delivery capacity of the existing 
transmission pipeline system’’ in the sense of adding to its 
overall service capability, and has maintenance characteris- 
tics. Accordingly the part of the upgrading should be con- 
sidered as a ‘‘replacement of facilities’ within the meaning 
of the aforesaid Section 2.55. 


3440 


Upon the authority of an implicit holding in the Pan- 
handle Eastern case, supra, the installation of Northern’s 
calorimeter facilities should be held not subject to the Com- 
mission’s jurisdiction. 


On the basis of the foregoing facts, circumstances, and 
authority, it is found that Mid-America’s complaint is, sub- 
stantially without merit with respect to the installation of 
the Bushton connecting lines, controls, calorimetric equip- 


3 Tho order of the Commission issued June 23, 1961, denying Mid-America's 
motion for a show cause order, referenced Northern’s statement that the 
service lines were merely appurtenant to the plant but decided only that 
the construction and operation of the plant was not subject to its jurisdiction. 
Its subsequent order, issued August 23, 1961, denying Mid-America's appli- 
cation for a rehearing, did not go to this specific point. 
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ment and the ‘‘A’’ line improvements. On the basis of 
Northern’s general denial the complaint is also without 
merit as to the claimed installation of compressor engines 
and the suggestion that the plant may have been already 
placed on line. Accordingly, Mid-America’s complaint is 
herewith dismissed. 


Mid-America’s Supplemental Brief 


By motion filed January 29, 1962, Mid-America seeks 
leave to file a supplemental brief with respect to the afore- 
said alleged violations by Northern of the respective pro- 
visions of Section 7(c) of the Act. 


It was disclosed in the evidence taken during the hearing 
on June 6, 1961, that Northern had on hand or firm order, 
compressor units and other facilities required at Bushton 
station, and the material necessary for the modifications at 
Maullinville and the upgrading of the ‘‘A’’ line. All other 
operating equipment, except instrumentation and controls, 
was then scheduled for delivery within approximately the 
next two and a half months. It also appeared that a con- 
tract had been awarded for the installation of certain facil- 
ities at Bushton, and that Northern’s contractor had al- 
ready commenced work on the ‘‘A’’ line modifications. 
It was disclosed subsequently that by July 11, 1961, the 
removal of facilities on the ‘‘A’’ line was complete and 
a contract had been awarded by Northern for and the 
work had commenced on, the installation of facilities and 
modifications at Mullinville. Mid-America was already 
sufficiently well advised in the premises to have raised 
and covered in its reply brief the question which it be- 
latedly seeks to consider in its proposed supplemental brief. 
It is held, therefore, Mid-America fails to offer sufficient 
grounds to justify the granting of its motion, and, accord- 
ingly, leave to it to file is herewith denied. 
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Furruer Finpincs aND CONCLUSIONS 


Northern Natural Gas Company is engaged in the trans- 
' portation of natural gas in interstate commerce and the sale 
in interstate commerce of such gas for resale and is a 
‘‘natural-gas company”’ within the meaning of the Natural 
Gas Act. 


_ The facilities hereinafter certificated will be used as an 

integral part of Northern’s transmission system to trans- 
' port natural gas in interstate commerce subject to the juris- 
' Giction of this Commission, and the construction and opera- 
tion of such facilities are subject to the provisions of Sec- 
tion 7(c) and 7(e) of the Act. 


Northern is a qualified applicant, able and willing, prop- 
erly to do the acts and to perform the service proposed, 
and to conform to the provisions of the Act and the require- 
ments, rules and regulations of the Commissioner there- 
under. 


The interconnecting 30-inch service lines between North- 
ern’s facilities and those of Products at Bushton, except as 
used to supply fuel to Products’ plant, and the measure- 
ment and calorimeter facilities at Bushton, are facilities 
that are wholly incidental to the extraction plant and proc- 
ess, and are not facilities for the transportation, or the 
sale for resale, of natural gas in interstate commerce sub- 
ject to the jurisdiction of the Commission. 


The replacement of valves on the 26-inch ‘‘A’? line be- 
tween Mullinville and Bushton stations comes within the 
scope of the ‘‘replacement facilities’? interpretation of Sec- 
tion 2.55(b) of the Commission’s Rules of Practice and 
Procedure, and the station modifications at Mullinville, 
and the installation of onstream cleaning facilities on the 
said ‘‘A’? line, constitute ‘Cauxiliary installations” within 
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the meaning of Section 2.55(a) of said Rules, however, the 
controversial nature of the immediate proceeding justifies 
the authorization of these facilities and installations as if 
subject to the requirements of Section 7 of the Act. 


The hereinafter certificated facilities, including the fa- 
cilities above referred to as ‘‘auxiliary installations” and 
“‘replacement facilities’? and the operation thereof, are 
required by the public convenience and necessity and a 
certificate authorizing the same should be issued. 


3442 


The public convenience and necessity require the attach- 
ment to the certificate hereinafter issued to Northern, and 
to the exercise of the rights granted thereunder, the terms 
and conditions hereinafter ordered which are here de- 
termined to be reasonable and necessary. 


Public convenience and necessity also require that the 


general terms and conditions set forth in paragraphs (a), 
(e) (3), (c)(4), and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued 
to Northern and to the exercise of the rights granted 
thereunder. 


Additional conditions to the certificate requested by the 
interveners are not required by the public convenience and 
necessity and should be and hereby are denied. 


3443 
Orper 


Upon consideration of the record herein, the contentions 
set forth in the proposed findings and in briefs of respec- 
tive counsel, and for the reasons and upon the findings and 
conclusions set forth in the foregoing portions of this de- 
cision, of which this order is a part, 
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Ir Is sy TuEse PRESENTS OrperED, subject to review by 
, the Commission on appeal, or on its own action, as provided 
by the Rules of Practice and Procedure, that: 


(A) A certificate of public convenience and necessity 
shall be, and is hereby, issued to Northern Natural 
Gas Company, authorizing the construction and op- 
eration of the facilities hereinbefore described for 
the transportation of natural gas in interstate com- 
merce, subject to the jurisdiction of the Commission, 
upon the terms and conditions of this order. 


Northern shall file with the Commission, in man- 
ner duly provided by its Rules in the premises, 
amendments to its current CD, PL, R, PO, and re- 
lated rate schedules, if any, as contained in its FPC 
Gas Tariff, to effect, coincident with subsequent ini- 
tial deliveries to Products the following reductions 
in rates and charges: 


Demand Rate Commodity Rate 


1 7.4¢ 0.49¢ 
2 8.1¢ 0.50¢ 
3 8.7¢ 0.51¢ 
B 8.2¢ 0.57¢ 
Cc 9.0¢ 0.59¢ 


Or, in lieu thereof, Northern may file, in manner sat- 
isfactory to the Commission, evidence of the general 
acceptance by its effected customers in each zone, 
of its Offer of Settlement, filed in this proceeding 
October 19, 1961, as amended by matters filed Oc- 
tober 30, 1961, and November 16, 1961, together with 
and in the manner above provided, the appropriate 
amendments to its aforesaid rate schedules to be ef- 
fective coincident with subsequent initial deliveries 
to Products. 
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(C) 


3444 


Northern shall amend its proposed revision (Exh. 
13) of the provision in the General Terms and Condi- 
tions of its FPC Gas Tariff respecting heating value 
(Section 1.2(e)) by adding the following: 


If the average annual gross heating value of the 
gas delivered is less than 985 Btu per cubic, adjust- 
ments shall be made as follows: 


(a) The weighted average annual Btu content of 
the gas delivered during the first twelve month 
period after the commencement of operation of 
Northern Gas Products Company’s Bushton Extrac- 
tion Plant shall be determined. 


(b) At the end of each succeeding six-month period, 
the weighted average annual Btu content of the gas 
delivered during the immediately preceding twelve- 


month period shall be determined. 


(c) The minimum monthly Btu to be applied in the 
determination of the weighted average annual Btu 
content, as determined in subsections (a) and (b) 
hereto, shall be 975. If such weighted annual Btu 
content of the gas falls 5 Btu below 985 Btu per 
cubic foot, adjustments will be made in the form of 
a gas measurment factor for each multiple of five (5) 
Btu per cubic foot. Such adjustment shall be made 
to the gas delivered for the next succeeding six (6) 
months. 


(ad) In order to determine the billing volume of gas, 
the measured volumes of gas delivered shall be multi- 
plied by a fraction, the numerator of which shall 
be 985 Btu, minus the deficiency below 985 Btu 
measured by each 5 Btu or any multiple of 5 Btu’s 
which represents the average Btu content of the gas 
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delivered during the immediately preceding twelve- 
month period, and the denominator of which shall 
be 985 Btu. 


Northern’s proposed revision to said Section 1.2(e), 
amended, and its additional revisions to Section 
1.2(a) and Section 3 of the General Terms and Con- 
ditions of its FPC Gas Tariff are accepted, effec- 
tive upon compliance with the requirements of the 
Commission’s Rules and Regulations as to filing. 


The general terms and conditions set forth in para- 
graphs (a), (c)(3), (¢) (4), and (e) of Section 157.20 
of the Commission’s Regulations Under the Natural 
Gas Act shall attach to this certificate issued 
Northern. 

Ewrne G. Srupson 

Ewing G. Simpson 

Presiding Examiner 
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Submission of Settlement Agreement and Request for 
Adoption of Procedure 


(Filed July 16, 1962) 


Northern Natural Gas Company (Northern) and the 
undersigned utility customers of Northern who constitute 
all of the utility customer intervenors in this proceeding 
(Intervenors) hereby file this Submission of Settlement 
Agreement and Request For Adoption of Procedure. 


I. 


Pursuant to Section 1.18 of the Rules of Practice and 
Procedure and consistent with the alternative provided 
for in ordering Paragraph (B) of the initial Decision is- 
sued in this matter on June 28, 1962, Northern and In- 
tervenors hereby submit the attached Settlement Agree- 
ment of July 12, 1962 for the purpose of settling the 
proceeding at the earliest possible date by disposing of 
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all issues raised on the record as between Northern and 
Intervenors. 
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As set forth in the attached Settlement Agreement, 
Northern agrees upon issuance of certificate authority to 
uniformly reduce its presently effective demand rates by 
approximately $1,000,000 or 5.5¢ per Mef of billing demand 
in addition to adjusting its demand and commodity rates 
to compensate for the reduction in heating content of the 
natural gas. 


Since these benefits cannot be realized until Northern 
receives certificate authority and since the Settlement 
Agreement disposes of all issues raised on the record as 
between Northern and Intervenors, Northern and Inter- 
venors urgently request the Commission to approve and 
adopt the Settlement Agreement and to promptly issue to 
Northern a certificate of public convenience and necessity 
in accordance therewith. 


I. 


In order that the rights of all parties may be protected 
and so that no party may be prejudiced by the submission 
of the Settlement Agreement, Northern requests that the 
Commission adopt the following procedure: 


As quickly as possible after July 16, 1962, the Com- 
mission issue a procedural order which would provide 
(1) that Mid-America Pipeline Company file, on or be- 
fore July 30, 1962, the date now set for the filing of 
exceptions, its assent to the Settlement Agreement of 
July 12, 1962, or its objections thereto together with 
its excep 
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tions, if any, to the initial Decision of June 28, 1962 and 
further providing (2) that if the Settlement Agree- 
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ment of July 12, 1962 is subsequently rejected by the 
Commission, that all signatories to the Settlement 
Agreement who may desire to file exceptions will be 
allowed ten (10) days from the date of such Com- 
mission order rejecting the Settlement Agreement to 
file exceptions to the initial Decision of June 28, 1962. 


The issuance of such procedural order described above 
will permit the Commission to pass upon the merit of the 
Settlement Agreement in the light of the assent, or the 
objections and exceptions, of Mid-America Pipeline Com- 
pany. Nor will the date of July 30, 1962, for such filing 
cause Mid-America Pipeline Company any hardship since 
that is the date upon which exceptions must be filed in any 
event and the Settlement Agreement is substantially the 
same as the Offer of Settlement filed in this proceeding on 
October 19, 1961, as amended on October 30, 1961 and No- 
vember 16, 1961. In addition, such an order will assure 
that Northern and Intervenors have not waived any rights 
to file exceptions if the Settlement Agreement is subse- 
quently rejected by the Commission. If such procedural 
order does not allow for the filing of exceptions upon subse- 
quent rejection of the 
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Settlement Agreement, the immediate benefit of the Settle- 
ment Agreement will be lost, since otherwise those parties 
to the Settlement Agreement who desire to file exceptions 
would have to so do on July 30, 1962 so as to preserve 
their rights. 

After the issuance of the order as above described, the 
Commission will then be in a position, promptly after July 
30, 1962, to either issue an order rejecting the Settlement 
Agreement in which event pursuant to the procedural order 
described above exceptions can be filed and the matter can 
proceed to decision on such exceptions or the Commission 
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¢an issue its final order adopting in whole the Settlement 
Agreement as disposing of the issues between Northern and 
Intervenors and making such disposition of the issues 
raised by Mid-America Pipeline Company as the facts 
and initial Decision warrant. 


Ii. 


Northern and Intervenors again emphasize the urgent 
necessity of prompt action by the Commission, especially 
in approving the procedure described in II. above. North- 
ern and Intervenors believe that the Settlement Agreement 
coupled with the suggested procedure affords the vhicle 
by which this proceeding may be terminated at the earliest 
date without in any way prejudicing any party hereto. 
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Respectfully submitted, 


Northern Natural Gas Company 
Daniel B. O’Brien, Jr., Attorney 


Metropolitan Utilities District of Omaha 
George C. Pardee, General Counsel 


North Central Public Service Company 
Towa Public Service Company 
Minneapolis Gas Company 
Municipal Gas Utility of the City 
of Cedar Falls, Iowa 
Northern States Power Company (Minn.) 
Northern States Power Company ( Wisc.) 
Superior Water, Light and Power Company 
Western Power and Gas Company 
(formerly Central Electric & Gas 
Company) 
Northwestern Public Service Company 
Austin Utilities, City of Austin, Minn. 
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Nebraska Natural Gas Company 

Northern Illinois Gas Company 

City of Duluth, Minnesota 

Iowa Electric Light and Power Company 

Greeley Gas Company 

Iowa Power and Light Company 

Iowa Southern Utilities Company 

Minnesota Valley Natural Gas Company 
(for itself and as successor in interest to 
Willmar Gas Company) 

Interstate Power Company 

Towa Tllinois Gas and Electric Company 

Lloyd J. Marti, Attorney 
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Dated: July 12, 1962 


Lawrence I. Shaw 

F. Vinson Roach 

Daniel B. O’Brien, Jr. 
2223 Dodge Street 
Omaha 1, Nebraska 


Justin R. Wolf 

Charles A. Case, Jr. 
1625 ‘‘K”’ Street, N. W. 
Washington 6, D. C. 


Attorneys for 
Northern Natural Gas Company 
3474 
Settlement Agreement of July 12, 1962 


On June 28, 1962, an initial decision was issued in Docket 
No. CP 61-132 upon an application by Northern Natural 
Gas Company (Northern) for a certificate of public con- 


417 


(3474) 


venience and necessity authorizing the construction and op- 
eration of certain facilities to enable Northern to deliver 
natural gas to Northern Gas Products Company for the 
extraction of liquid hydrocarbons. 


Following upon the issuance of such initial decision, and 
consistent with the alternative provided for in ordering 
paragraph B, thereof, conferences have been held between 
Northern and representatives of the undersigned utility 
castomers who constitute all of the utility customer inter- 
venors in this proceeding and who purchase 90% of North- 
ern’s jurisdictional contract demand volumes and account 
for 90% of Northern’s jurisdictional annual sales. 


From and out of these conferences Northern and its 
undersigned utility customers submit, pursuant to Section 
1.18 of the Rules of Practice and Procedure, the following 
Agreement for the purpose of settling the proceeding at 
Docket No. CP 61-132. 
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After receipt of a certificate of public convenience and 
necessity at Docket No. CP 61-132 authorizing the construc- 
tion and operation of the facilities covered by the applica- 
tion and record made at this docket, Northern, pursuant 
to Section 4 of the Natural Gas Act and applicable Com- 
mission rules, will file rate schedules with the Commission, 
to be effective coincident with Northern making initial de- 
liveries of natural gas to Northern Gas Products Company 
pursuant to the aforesaid certificate, which will accomplish 
the following reduction in rates and charges: 


(i) A uniform reduction of five and one-half cents (5.5¢) 
per Mef of billing demand in Northern’s presently 
effective zoned demand charges for Contract De- 
mand (CD) and Pipeline (PL) Rate Schedules under 
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its FPC Gas Tariff, First Revised Volume No. 1, 
which will result in a reduction of approximately one 
million dollars ($1,000,000) in the annual revenues 
produced by such demand charges. 


(ii) A further uniform reduction of ten cents (10¢) in 
the demand charges in addition to the reductions set 
forth in (i) above. 
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(iii) A uniform reduction of seventy-six one hundredths 
of one cent (.76¢) in Northern’s presently effective 
zoned commodity charges for Contract Demand 
(CD), Pipeline (PL), Interruptible Overrun (R) 
and Pipeline Overrun (PO) Rate Schedules under 
FPC Gas Tariff, First Revised Volume No. 1. 


(iv) All required filings will be accompanied by a request 
for whatever waiver of notice is required to permit 
the aforesaid filings to become effective coincident 
with the commencement of deliveries of gas by 
Northern to Northern Gas Products Company. 


Tl. 


With respect to the reduction in rates set forth in Para- 
graph I (ii) above, it is agreed that the effective Contract 
Demand volumes of each of Northern’s utility customers 
shall be as set forth in Appendix ‘‘A”’ attached hereto. It 
is further agreed that each utility customer of Northern 
will execute with Northern service agreements reflecting 
for each the volume of contract demand as set out in Ap- 
pendix ‘‘A’’. Such service agreements shall be executed 
upon issuance to Northern of 
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a certificate of public convenience and necessity as afore- 
said and in sufficient time to permit the filing thereof so 
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as to become effective coincident with the commencement 
of deliveries of gas by Northern to Northern Gas Products 
Company. 

i. 


Upon issuance of a certificate of public convenience and 
necessity as aforesaid, Northern, pursuant to the applicable 
Commission rules, will file to amend Section (1.2) (e) of the 
General Terms and Conditions of its FPC Gas Tariff, First 
Revised Volume No. 1. to read as follows: 


Heating value: 


The heating value of the gas delivered shall be 
determined by recording calorimeters. Such calori- 
meters shall be adjusted to record the gross heating 
value per cubic foot of the gas delivered. Such calori- 
meters shall be owned, operated and maintained by 
Northern at a point on Northern’s mainline down- 
stream from the point where all gathering, processing 
and extraction is completed. 


The heating value of the natural gas received by 
Northern from its sources of supply may vary, but it 
is expected that the gross heating value of the gas 
delivered will not be less than 975 nor more than 1025 
Btu per cubic foot. However, if in any month 
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the arithmetic average of heating values recorded 
hourly by Northern’s calorimeter shall be less than 
975 Btu per cubic foot, then the volume of gas deliv- 
ered during such month shall be computed by multi- 
plying the volume computed as provided in Section 
(1.2) (a) of these General Terms and Conditions by 
a fraction whose numerator shall be such arithmetic 
average heating value and whose denominator shall be 
975. 
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' Jf the average annual gross heating value of the gas 
‘delivered is less than 985 Btu per cubic foot, adjustments 
shall be made as follows: 


, (a) The weighted average annual Btu content of the 
gas delivered during the first twelve month period 
after the commencement of operation of Northern 
Gas Products Company’s Bushton Extraction Plant 
shall be determined. 


At the end of each succeeding six-month period, the 
weighted average annual Btu content of the gas de- 
livered during the immediately preceding twelve- 
month period shall be determined. 
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The minimum monthly Btu per cubic foot to be 
applied in the determination of the weighted aver- 
age annual Btu content, as determined in sub-sec- 
tions (a) and (b) hereto, shall be 975. If such 
weighted annual Btu content of the gas falls 5 Btu 
below 985 Btu per cubic foot, adjustments will be 
made in the form of a gas measurement factor for 
each multiple of five (5) Btu per cubic foot. Such 
adjustment shall be made to the gas delivered for 
the next succeeding six (6) months. 


In order to determine the billing volume of gas, the 
measured volumes of gas delivered shall be multi- 
plied by a fraction, the numerator of which shall 
be 985 Btu, minus the deficiency below 985 Btu meas- 
ured by each 5 Btu or any multiple of 5 Btu’s which 
represents the average Btu content of the gas de- 
livered during the immediately preceding twelve- 
month period, and the denominator of which shall be 
985 Btu. 
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Upon the issuance of a certificate of public convenience 
and necessity as aforesaid, Northern will also file to amend 
Section 1.2 (a) and Section 3 of the General Terms and 
Conditions of its FPC Gas Tariff, First Revised Volume 
No. 1 in aceordance with the attachments hereto. 


IV. 


By executing this Settlement Agreement, neither North- 
ern nor any party hereto nor any affected person is to be 
considered as agreeing with any cost allocation presented 
during the hearing on this proceeding or as contained in the 
{initial decision issued in this proceeding on June 28, 1962, 
or with any principles underlying or supposed to under- 
lie such allocations and neither Northern nor any party 
hereto nor any affected person is to be prejudiced or 
bound thereby in any future rate or certificate proceed- 


ing or proceedings. 


Vv. 


Attached hereto and made a part thereof is Appendix 
“<B”’ containing pro forma tariff sheets setting forth the 
proposed changes in Northern’s FPC Gas Tariff, First 
Revised Volume No. 1 as described in I and III above 
which will be filed upon issuance of a Certificate of Public 
Convenience and Necessity to Northern. 
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The foregoing Settlement Agreement of July 12, 1962 is 
hereby agreed to by the undersigned, 


Respectfully submitted, 
Northern Natural Gas Company 
By W. A. Srravss, President 
Metropolitan Utilities District of Omaha 
By Georage C. Pardee, General Counsel 


North Central Public Service Company 
Iowa Public Service Company 
Minneapolis Gas Company 
Municipal Gas Utility of the City 
of Cedar Falls, Iowa 
Northern States Power Company (Minn.) 
Northern States Power Company (Wisc.) 
Superior Water, Light and Power Company 
Western Power and Gas Company 
(formerly Central Electric & Gas 
Company) 
Northwestern Public Service Company 
Austin Utilities, City of Austin, Minn. 
Nebraska Natural Gas Company 
Northern Mlinois Gas Company 
City of Duluth, Minnesota 
Towa Electric Light and Power Company 
Greeley Gas Company 
Iowa Power and Light Company 
Jowa Southern Utilities Company 
Minnesota Valley Natural Gas Company 
(for itself and as successor in interest to 
Willmar Gas Company) 
Interstate Power Company 
Towa Illinois Gas and Electric Company 
By Lloyd J. Marti, Attorney 
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APPENDIX ‘‘A”’ 


NORTHEEN NATURAL GAS COMPANY 


Sheet 1 of 4 


Contract Demand Volumes Required by Gas Utilities 
in Settlement of Docket CP 61-132 


Gas Utility 
American Gas Company 


Austin, Minnesota-Board of Water 
Electric, Gas & Power Commissioners 


Cascade, Iowa-Town of 


Cedar Fall, Iowa-Municipal Utilities 
Board of Trustees 


Central Natural Gas Company 
Cirele Pines, Minnesota-Village of 
Coon Rapids, Iowa-Town of 
Decorah Gas Company 
Duluth, Minnesota-City of 
Elkhorn Valley Gas Company 
Emmetsburg, Iowa-City of 
Graettinger, Iowa-Town of 
Greeley Gas Company 

Guthrie Center, Iowa-City of 
Harlan, Iowa-City of 
Hawarden, Iowa-City of 


Hutchinson, Minnesota-Hutchison Utilities 
ion 
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102.5% of 
Present Contract 
Demand Mef/Day 
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APPENDIX ‘‘A”’ 


NORTHERN NATURAL GAS COMPANY 
Sheet 2 of 4 


Contract Demand Volumes Required by Gas Utilities 
in Settlement of Docket CP 61-132 


102.5% of 
Present Contract 
Gas Utility Demand Mef/Day 


a 
Interstate Power Company 31,427 
Towa Electric Light and Power Company 87,333 
Jowa-Illinois Gas and Electric Company 24,451 
Iowa Power and Light Company 126,397 
Iowa Public Service Company 114,432 
Iowa Southern Utilities Company 2,870 
Tron Ranges Natural Gas Company 4,684 
Kansas Power and Light Company 5,853 
Lyons, Nebraska-City of 

Manilla, Iowa-Town of 

Manning, Iowa-Town of 

Michigan-Wisconsin Pipeline Company 

Minneapolis Gas Company 

Minnesota Valley Natural Gas Company 

Nebraska Natural Gas Company 


New Ulm, Minnesota-Public Utilities 
Commission 


North Central Public Service Company 


Northern Illinois Gas Company 


Northern States Power Company 


425 


3487 
APPENDIX ‘‘A”’ 


NORTHERN NATURAL GAS COMPANY 
Sheet 3 of 4 
Contract Demand Volumes Required by Gas Utilities 
in Settlement of Docket CP 61-132 


102.5% of 
Present Contract 
Gas Utility Demand Mcf/Day 


Northern States Power Company of 
Wisconsin 12,843 
Northwestern Public Service Company 15,539 


Omaha, Nebraska-Metropolitan Utilities 
District of Omaha 118,900 


Osage, Iowa-City of 1,437 


Owatonna, Minnesota-Municipal Public 
Utilities 8,405 

Pender, Nebraska-Village of 

Ponea, Nebraska-City of 

Remsen, Iowa-Town of 

Sac City, Iowa-City of 

Sanborn, Iowa-Town of 

Sioux Center, Iowa-Town of 

Stromsburg, Nebraska-City of 

Superior (Wisc.) Water, Light and Power 
Company 

Two Harbors, Minnesota-City of 

United Petroleum Gas Company 


Watertown, South Dakota-Municipal Utilities 
Department 


West Bend, Iowa-Town of 
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APPENDIX ‘‘A”’ 
NORTHERN NATURAL GAS COMPANY 
Sheet 4 of 4 


Contract Demand Volumes Required by Gas Utilities 
in Settlement of Docket CP 61-132 


102.5% of 
Present Contract 
Gas Utility Demand Mcf/Day 


SS SS 
Western Power & Gas Company 113,718 
Whittemore, Iowa-Town of 289 


Total Jurisdictional 1,488,655 
Council Bluffs Gas Division 24,087 
Peoples Natural Gas Division 178,583 


ToraL 1,691,325 


3490 

Seventh Revised Sheet No. 
Superseding 

Sixth Revised Sheet No. 


COMIRACT DEMAND SERVICE - ZONE 1 
(Town Border Delivery) 


1. Availability: This rate schedule is available to the purchaser, berein- 
the Gas Utility: 


(a) For a community located in Northern's Rate Zone 1, where the Gas 
Utility's distribution system is connected to and receives 
natural gas from the pipe line system of Northern. 


Northern's Rate Zone 1 encompasses communities as shown on 
Borthern's system map on Sheet 3 of this tariff. 


(b) Where Northern and the Gas Utility execute a service agreement 
for Contract Demand service for such commmity. 


ppl teen sty and Gearecter of Service: This rete schedule shall apply 
to —* eas ve: ‘or community by Northern to Gas 
Utility on a firs basis. Service rendered under this rate schedule, up 
to the Contract Demand, sball be firm and shall not be subject to cur- 
tailment or interruption except as provided in Sections (7.1) and (7.2) 
of this rate schedule and in Sections (9) and (10) of the General Terms 
and Conditions. 


Rate: Demand Charge: $3.159 per month per Mcf of Billing Demand. 
Commodity Charge: 21.li¢ per Mcf of gas delivered. 
Minimum Bill: ‘The Demand Charge for the month. 


Contract Demand: The Contract Demand shall be the maximm daily volume 
Of natural gas Borthern is obligated to deliver to the Gas Utility and 
shall be the maximm daily volume of gas the Gas Utility is entitled to 
receive under this rate schedule, except as provided in Sections (7.1) 
and (7.2) of this rate schedule and Section (9) of the General Terms 
and C.oditions. The Contract Demand shall be that agreed upon by 
Northern and the Gas Utility and set forth in the Executed Service 


Agreezent. 


Billing Demand: 


(6.1) Determination of Demand: The Billing Demand in effect 
‘or a ing @ particular community or billing group 
served by Ges Utility shall be the Contract Demand. 


July 10, 192 
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NORTHERN NATURAL GAS COMPANY Seventh Revised Sheet 
.P.C. Gas Tariff Superseding 
First Revised Volume No. Sixth Revised Sheet Bo. 5 


RATE SCHEDULE CD-1 
CONTRACT DEMAND SERVICE - ZONE 1 
(Town Border Delivery) 
(Continved ) 


bd 
6. Billing Demand (Continued) : 


+ The grouping of communities for increased oper- 

j rved by 2 single Gas Utility 
i when the in- 

crimination, 

detract from Ko 

Volumes to oll other 

pipe line operations, 

conditions and limitations: 


(6.21) A Billing Grovp Located Within a 
billing purposes, 
billed under the opr 


zone in which the erovp is 
penalties as sct forth in Section (8 
applicable to the entire group. 


Located in More Than One Rate Zone? Yor 
billing purposes, ‘communities s group that are 
Located in the same rate tone 
sub-group and each such sub-group 
the applicable 


requiremeots of any dbill- 
ing group Contract Demand, because 
Northern did 

ter than it is 


Contract 
day, mult: 


_ 
Yesued by: E- B. Bleane, Vice President 
Jasued on: July 10, 1962 

- 
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Seventh Revised Sheet No. 
Superseding ; 
Sixth Revised Sheet No. 6 


(e) $2.00 per Mef of equivalent 1000 Btu gas up to but 
exceeding the volume the Gas Utility agreed with Northern 
to make on such day, and 


(v) 53¢ per Mcf multiplied by the difference between Contract 
Demand and the volume of gas actually delivered on such 
day. 


8. Penalty for Unauthorized Takes in Excess of Contract Demand: 


considered as unauthorized overrun gas taken under this rate 
schedule. Bortbern shall bill, and the Gas Utility shall pay, 


Issued by: E- B. Bleace, Vice President 
Issued on: July 10, 1¥e 


WORTHERN NATURAL GAS COMPANY 
Y.P.C. Gas Tariff 
First Revised Volume No. 1 


RATE SCHEDULE CD-2 
CONTRACT DEMAND SERVICE - ZONE 2 
(Town Border Delivery) 


Availability: This rate schedule is available to the purchaser, herein- 
r the Gas Utility: 


(a) For a coummity located in Northern's Rate Zone 2, where the Gas 
Utility's distribution system is connected to and receives natural 
gas from the pipe line system of Northern. 


Northern's Rate Zone 2 encompasscs communities as shown on 
Northern's system map on Sheet 3 of this tariff. 


(>) Whore Northern and the Gas Utility execute a service agreement 
for Contract Demand service for such commmity. 


Appi capa and Cheracter of Service: This rate schedule shall apply 
to pat gas ve: ‘or 8' communities by Northern to Gas 
Utility on o firm basis. Service rendered under this rate schedule, up 
to the Contract Demand, shall be firm and shall not be subject to curtail- 
ment or interruption except os provided in Sections (7.1) and (7.2) of 
this rate schedule and in Sections (9) and (10) of the Gencral Terms and 
Conditions. 


Rate: Demand Charge: $3.469 per month per Mcf of Billing Demand. 
Commodity Charge: 21.64¢ per Mcf of gas delivered. 
Minimum Bill: ‘The Demand Charge for the month. 


Contract Demand: The Contract Demand shall be the maximum daily volume 
‘of natural gas Northern is obligated to deliver to the Gas Utility and 
sball be the maximum daily volume of gas the Gas Utility is entitled to 
receive under this rate schedule, except 93 provided in Sections (7.1) 
and (7.2) of this rate schedule and Section (9) of the General Terme and 
Conditions. ‘The Contract Demand shall be tbat agreed upon by Northern 
ani the Gas Utility and set forth in the Executed Service Agreement. 


Billing Demand: 


(6.1) Determination of Billing Demand: 
for a billing month ina particular community or billing group 


served by Gas Utility shall be the Contract Demand. 


E. B. Blease, Vice President 
July 10, 1962 
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Superseding 
Sixth Revised Sheet No. 10 


2 The grouping of commmities for increased oper- 
s efriciency vhere they are served by a single Gas Utility 
and located within an aree of reasonable extent, when the in- 
fluence of such grouping does not result in unreasonable dis- 
crimination, require the additional looping of branch lines, 
detract from Nortbern's ability to deliver the Contract Demand 
Volumes to all other commmities or adversely affect Northern's 
pipe line operations, will be permitted under the following 
comiitions and limitations: 


(6.22) A Biles Crop leet ee eee For 
ing purposes, communities of such group will villed 
under the applicable Rate Schedule for the rate zone in 
which the group is located. The imposition of penalties 
as set forth in Section (8) hereof sball be applicable to 
the entire group. 


(6.22) A Located in More Than One Rate Zone: For 
STTine teats -commattiog of gach Group thet are 
located in the same rate zone chall be designated 

dlled 


multiplied by 11.56¢ per Mcf. 


Issued by: E. B- Blease, Vice President 
Issued on: July 10, 142 
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NORTHERN NATURAL GAS COMPANY Seventh Revised Sheet Bo. 11 
¥.P.C. Gas Tariff Superseding 
First Revised Volume No. 1 Sixth Revised Sheet Bo. 11 


RATE SCHEDULE CD-2 
CONTRACT DEMAND SERVICE - ZONE 2 
(Town Border Delivery) 
(Continued) 


7. Demand Charge Adjustments (Continued): 
(7.2) Credit for Voluntary Operation of Gas ueaditys Peak Shaving 
tics at Northern's Request: any ng r) 


ro is, or in its J mt may be, unable to deliver the 
full Contract Demand volume to ony Gas Utility for any billing 
group such volume on such day, Nortbern may request 
any Gas Utility to voluntarily operate its peak-shaving facili- 
ties. If the Gas Utility advises Northern that it elects to so 
operate its then the Gas Utility's right to take 
the Contract pilling group 

that Northern 


by the Gas Utility from 
reduced below the Contract Demand for 
payable during the month in 
by an amount equal to 
the sum of the following: 


(a) $2.00 per Mef of equivalent 1000 Btu gas up to but not 
exceeding the volume the Gas Utility agreed with Northern 
to make on such day, and 


(>) 11.564 per Mef multiplied by the difference between 
Contract Demand and the volume of gas actually delivered 
on such day. 


for Unauthorized Takes in Excess of Contract Demand: 


8. Penalty for 


(8.1) Amount of Penalty: Any volume of gas taken by @ Gas Utility in 
excess Contract Demand in any day following the day co 


Issued by: E- B. Blease, Vice President 
Jssued oat July 10, 1962 
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Seventh Revised Sheet No. i 
Superseding 

Sixth Revised Sheet No. ty 


RATE SCHEDULE CD-3 
CONTRACT DEMAND SERVICE - ZONE 3 
(Town Border Delivery) 


Availability: This rate schedule is available to the purchaser, herein- 
the Gas Utility: 


(a) For a coummity located in Northern's Rate Zone 3, where the Gas 
Utility's distribution system is comnected to and receives 
natural gas from the pipe line system of Northern. 


Borthern's Rate Zone 3 encompasses communities as shown on 
Northern's system map on Sheet 3 of this tariff. 


(>) Where Northern and the Gas Utility execute a service agreement 
for Contract Demand service for such community. 


Soe at eg OF eee This rate schedule shall apply 

or comunity by Northern to Gas 
Utility on a firm basis. Service rendered under this rate schedule, up 
to the Contract Demand, sail. be Siru ant shell. uot te suidect 45 cue 
taileent or interruption except as provided in Sections (7.1) and (7.2) 
of this rate schedule and in Sections (9) and (10) of the General Terms 
end Conditions. 


Rate: Demand Charge: $3.789 per month per Mcf of Billing Demand. 


Commodity Charge: 22.l4¢ per Mcf of gas delivered. 
Minimums Bill: ‘The Demand Charge for the month. 


Contract Demand: The Contract Demand shall be the maximum daily volume 
Of natural gas Morthern is obligated to deliver to the Gas Utility and 
sball be the maximum dsily volume of gas the Gas Utility is entitled to 
receive under this rate schedule, except as provided in Sections (7.1) 
end (7.2) of this rete schedule and Section (9) of the General Terms 
end Conditions. The Contract Demand shall be that agreed upon by 
Borthern and the Gas Utility and cet forth in the Executed Service 


Agreenent. 
Billing Demand: 
(6.1) Determination of Demand: The Billing Demand in effect 


for s @ particular community or billing group 
served by Gas Utility shall be the Contract Demond. 


Issued by: ZZ. B. Blease, Vice President Effective: 
Issued on: July 10, 192 
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Seventh Revised Sheet Ho. 15 


Superseding 
First Revised Volume No. 1 Sixth Revised Sheet No. 15 


CONTRACT DEMAND SERVICE - ZONE 3 
(Town Border Delivery) 
(Continued) 


6. Billing Demand (Continued): 


(6.2) Billing: The grouping of communities for increased oper- 
a efficiency where they are served by a single Gas Utility 
and located within an area of reasonable extent, when the in- 
fluence of such grouping does not result in unreasonable dis- 
crimination, require the additional looping of branch lines, 
detract from Northern's ability to deliver the Contract Demand 
Volumes to all other communities or adversely affect Northern's 
pipe line operations, will be permitted under the following 
conditions and limitations: 


(6.21) A Billing Group Located Within a S: Rate Zone: For 
ng purposes, communities of such group 
billed under the applicable Rate Schedule for the rate 
zone in which the group is located. The imposition of 
penalties as set forth in Section (8) bereof shall be 
applicable to the entire group. 


(6.22) A Billing Group Located in More Then Que Rate Zone: For 
ng purposes, communities such group that are 

located in the sam: rate zone shall be designated as a 
sub-group and each such sub-group will be billed under 
the applicable rate schedule for the rate zone in which 
the sub-group is located. The imposition of penalties 
as set forth in Section (8) hereof shall be applicable to 
the entire group. 


JT. Demand Charge Adjustments: 


(7.1) Credit for Delivery, Deficiency: On any day when Northern does 
not ver ac natural gas requirements of any dill- 
ing group of the Gas Utility within the Contract Demand, because 
Northern did not maintain the delivery pressure equal to or 
greater than it is obligated to mintain, then the demand charge 
otberwise payable during the month in which such day occurs sball 
be reduced by an amount equal to the difference between the 
Contract Demand and the volume of gas actually delivered on such 
dey, miltiplied by 12.63¢ per Mcf. 


E. B. Blease, Vice President 
July 10, 1962 
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Seventh Revised Sheet No. 16 


Superseding 
Sixth Revised Sheet No. 16 


(a) $2.00 per Mef of equivalent 1000 Bt: 
exceeding the volume the Gas Utility agreed with Northern 


(bv) 12.63¢ per Mcf multiplied by the difference between 
tract Demand and the volume of gas actually delivered 
such day. 


8. Penalty for Unauthorized Takes in Excess of Contract Demand: 


(6.2) Amount. of Penalty? Any volume of gas taken by a Gas Utility in 
excess of prey ngior: Peng tegrot fen Sno fs 


the Gas Utility that the limitation has been removed, shall be 
considered as unauthorized overrun gas taken under this rate 
schedule. Sortbern shall bill, and the Gas Utility shall pay, 


Jseued by: E. Be Blease, Vice President 
Issued ons July 10, 1%2 
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Third Revised ome 29 188 
Superseding 
Second Revised Sheet No. 16 


RATE SCHEDULE ERS-1 
ECONOMY REPLACEMENT SERVICE (PEAKING) 


Availability: This rate schedule is available October 27 through April 26 
%o any purchaser, hereinafter called "Gas Utility", purchasing gas from 
Northern under any of its Firm Rate Schedules, for the purpose of relieving 
the Gas Utility, to the extent possible, of the necessity of manufacturing 
gas to met its firm gas requirements in excess of its Daily Contract 
Demand during each heating season. 


Applicability and Character of Service: This rate schedule shall apply 

to natural gas taken by Gas Utility in any billing group to replace gas 

it would otherwise be necessary to manufacture to meet its requirements 

in excess of the Contract Demand. Service hereunder in any curtailment 
area shall be rendered only when interruptible overrun gas under Northern's 
"R" and "PO" Rate Schedules in such curtailment area has been discontinued 
and when and to the extent that peaking gas is available and only pursuant 
to advance operating arrangements made between Gas Utility and Northern 
for each period of availability. Service rendered under this rate schedule 
shall have priority over any of Northern's other interruptible rate 
schedules. 


Northern will distribute its peaking gas to all Gas Utilities interested 
in purchasing gas under this rate schedule when the service rendered 
hereunder does not result in unreasonable discrimination, detract from 
Northern's ability to deliver the Contract Demand volumes to any other 
Gas Utility or adversely affect Northern's pipe line operations. 


Rate: Nomination Charge: 10¢ for each Mcf of gas nominated by Gas 
Utility which is authorized and made available 
to Gas Utility by Northern, plus 


Commodity Charge:  46.2h¢ per Nef of gas delivered hereunder. 


Minimum Bill: The nomination charge. 


Determination of Deliveries: Deliveries under this rate schedule shall 

to une m during any billing day in excess of the 
Contract Demand in a billing group up to the volume that the Gas Utility 
and Northern have agreed upon as peaking gas for such day. 


Procedure for Making Advance rati ats: During the period 

a ty 8 rate sc! ©, any ity desiring to 
purchase peaking gas hereunder shall, within four (&) hours of the time Gas 
Utility is advised that service under Northern's "R" and/or "PO" Rate Sched 
ules shall be discontinued and Contract Demand shall be in effect, notify 


E. B. Blease, Vice President 
July 10, 1962 


00 
Fifth Revised Bo! No. “ 
Superseding 
Fourth Revised Sheet No. 18 


RATE SCHEDULE CD-B 
CONTRACT DEMAND SERVICE - ZONE B 
(Town Border Delivery) 


Availability: ‘This rate schedule is available to the purchaser, herein- 
the Gas Utility: 


(a) For a community located in Northern's Rate Zone B, where the Gas 
Utility's distribution system is connected to and receives 
matural gas from the pipe line system of Northern. 


Borthern'’s Rate Zone B encompasses commumities as shown on 
Borthern's system map on Sheet 3 of this tariff. 


(>) Where Mortbern and the Gas Utility execute a service agreement 
for Contract Demand service for such community. 


Applicat and Character of Service: This rate schedule shall apply 
to pat eas ve: for such community by Northern to Gas 
Utality on a firm basis. Service rendered under this rate schedule, up 
to the Contract Demand, shall be firm and shall not be subject to cur- 
tailment or interruption except as provided in Sections (7.1) and (7.2) 
of this rate schedule and in Sections (9) and (10) of the General Terms 
and Conditions. 


Rate: Demand Charge: $3.559 per month per Mcf of Billing Demand. 
Commodity Charge: 25.2l¢ per Mcf of gas delivered. 


Minimm Bill: ‘The Demand Charge for the month. 


Contract Demand: The Contract Demand shall be the masimum daily volume 
of patural gas Mortbern is obligated to deliver to the Cas Utility and 
shall be the maxims daily volume of gas the Cas Utility is entitled to 
receive under this rate schedule, except as provided in Sections (7.2) 
and (7.2) of this rate schedule and Section (9) of the General Terms 
and Conditions. ‘The Contract Demand sbal). be that agreed upon by 
Mortbern and the Cas Utility and set forth in the Executed Service 
Agreement. 


Balling Demand: 


(6.1) Determination of Bill: Demand: The Billing Demand in effect 
‘or @& ng month in @ particular community or billing group 
served by Cas Utility shall be the Contract Demand. 


Issued by: EZ. B- Blease, Vice President Effective: 
Issued on: July 10, 1%2 
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RATE SCHEDULE CD-B 
CONTRACT DEMAND SERVICE - ZONE B 
(Town Border Delivery) 
(Continued ) 


6. Billing Demand (Continued): 


(6.2) Group Billing: The grouping of communities for increased oper- 
ational efficiency where they are served by a single Gas Utility 
and located within an area of reasonmble extent, when the in- 
fluence of such grouping does not result in unreasonable dis- 
crimination, require the additional looping of branch lines, 
detract from Northern's ability to deliver the Contract Demand 
Volumes to all other communities or adversely affect Borthern's 
pipe line operations, will be permitted under the following 
conditions and limitations: 


(6.21) A Billing Group Located Within a Single Rate Zone: For 
ing purposes, communities such group 
billed under the applicable Rate Schedule for the rate 
zone in which the group is located. The imposition of 
penalties as set forth in Section (8) hereof shall be 


applicable to the entire group. 


A_Billing Group Located in More Than One Rate Zone: For 
billing purposes, communities of such Group that are 
located in the same rate zone shall be designated as a 
sub-group and cach such sub-group will be billed under 
the applicable rate schedule for the rate zone in vhich 
the sub-group is located. The imposition of penalties 
as set forth in Section (8) hereof shell be applicable to 
the entire group. 


Demand Charge Adjustments: 


(7.1) Credit for Delivery Deficiency: On any day when Northern does 
pot deliver the TL actual oatural gas requirements of any bill- 
ing group of the Gas Utility within the Contract Demand, because 
Nortbern did not maintain the delivery preesure equal to or 
greater than it is obligated to maintain, then the demand charge 
otherwise payable during the month in which such day occurs shall 
be reduced by an amount equal to the difference between the 
Contract Demand and the volume of gas actually delivered on such 
day, multiplied by 11.56¢ per Mcf. 


Issued by: E. B. Blease, Vice President 
gisoved oa: July 10, 1962 
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Northern and 
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RATE SCHEDULE CD-C 
CONTRACT DEMAND SERVICE - ZONE C 
(Town Border Delivery) 


1. Availability: This rate schedule is available to the purchaser, herein- 
the Gas Utility: 


(a) For ® community located in Northern's Rate Zoue C, vhere the Gas 
Utility's distribution system is connected to and receives 
natural gas from the pipe line system of Northern. 


Northern's Rate Zone C encompasses commmities as shown on 
Northern's system map on Sheet 3 of this tariff. 


(bd) Where Northern and the Ges Utility execute a service agreement 
for Contract Demand service for such community. 


cab: 
ual 


Rate: Demand Charge: $3.879 per month por Nef of Billing Demand. 
Commodity Charge: 25.71¢ per Mcf of gas delivered. 
Minimum Bill: The Demand Charge for the month. 


Contract Demand: The Contract Demand shall be the maximm daily volume 
na’ gas ro is obligated to deliver to the Gas Utili 

shall be the maximum daily volume of gas the Gas Utility is entitled 

receive under this rete schedule, except as provided in Sections 

and (7.2) of this rate schedule and Section (9) of the General 

and Conditions. ‘The Contract Demand shall be that 


(6.1) Determination of Demand: The Billing Demand in effect 
e ng Cw cular community or billing group 
eerved by Gas Utility shall be the Contract Demand. 


“‘Iseued by: EB. Be Blease, Vice President 
gesued on: July 10, 1962 
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RATE SCHEDULE CD-C 
CONTRACT DEMAND SERVICE - ZONE C 
(Town Border Delivery) 

(Continued ) 


(6.2) Group pilings The grouping of communities for increased oper- 
a ciency where they are served by a single Gas Utility 
and located within an area of reasonable extent, when the influ- 
ence of such grouping does not result in unreasonable dis- 
crimination, require the additional looping of branch lines, 
@etract from Northern's ability to deliver the Contract Demand 
Volumes to all other commmities or adversely affect Northern's 
pipe line operations, will be permitted under the following 
conditions and limitations: 


(6.21) A a 4 Group Located Within a Single Rate Zope: For 
purposes, communities of such group w: 
billed under the applicable Rate Schedule for the rate 
zone in which the group is located. The imposition of 
penalties as set forth in Section (8) hereof shall be 
applicable to the entire group. 


Se ee i er ee os Rate Zone: For 
i} purposes, communities of such group t are 
located in the same rate zone shall be designated as a 
sub-group and cach such sub-group will be billed under 
the applicable rate schedule for the rate zone in which 
the sub-group is loceted. The imposition of penalties 
as set forth in Section (8) hereof shall de applicable to 
the eatire group. 


| 
| 
| 
| 
| 
| 6. Billing Demand (Continued): 
t 
| 
| 
} 
' 
i 
| 


(1.1) Credit for Delivery Deficiency: On any day wben Northern does 
pot deliver the acti natural gas requirements of any bill- 
ing group of the Gus Utility vithin the Contract Demand, because 
Mortbern did not maintain the delivery pressure equal to or 
greater than it 1s obligated to maintain, then the demand charge 
otherwise payable during the month in which such day occurs shall 
de reduced by an amount equal to the difference between the 
Contract Demand and the volume of gas actually delivered on such 
day. multiplied by 12.93¢ per Mcf. 


CONTRACT DEMAND SERVICE - ZOME C 
(Town Border Delivery) 
(Continued) 


& 
7. Demand Charge Adjustments (Continued) + 


full Contract Demand 
group requiring such volume on such day, Northern may request 
to voluntarily operate its peak-sbaving facili- 


operate its facilities, 

Contract Demand volume 

reduced for such day by the 

Gas Utility agree is to be 
volume of gas ac 


to make on such day, and 


12.93¢ per Nef multiplied by the 
tract Demand and the volume of gas ac 
such day. 


PIPE LINE SERVICE 


Availability: This rate schedule is available to any purchaser 
called “Buyer”) for the purchase of natural gas frou 
Borthern Matureal Gas Company (bereinafter called “Nortbern”): 


(a) At delivery point(s) located in Northern's Rate Zone 3. 
Borthern's Rate Zone 3 encompasses the area shown on 
Northern's system map on Sheet 3 of this tariff. 


(>) Where Northern and Buyer execute a service agreement for 
under this rate schedule. 


and Character of Service: This rate schedule shall be 
SeEShie te cetarel gas pipeline service delivered by Borthern to 
Buyer on @ firm basis. Service rendered under this rate schedule up 
to tbe Contract Demand, shall be firm and not subject to curtailment 
or interruption except as provided in Sections (9) and (10) of the 
General Terms and Conditions. 


Rate: Demand Charge: $3-789 per month per Mcf of Billing Demand. 
Commodity Charge: 22.lh¢ per Mcf of gas delivered. 


Minimum Bill: ‘The minimm bill for each month shall be the sum of (a) 
‘and (b) below: 


(a) ‘The Demand Charge for the month and 


(>) A mindimm Commodity Charge equal to 75% of the Contract 
Demand miltiplied by the oumber of days in the billing 
month and multiplied by the Commodity Charge per Mf 
show in Paragraph (3) above. 


Contract Demand: The Contract Demand shall be the maximm volume of 
oes is obligated to deliver on any one day to the 
Buyer and shall de the maximm daily volume Buyer is entitled to receive 
wader this rate schedule, except as provided in Section 9 of the Gen- 
ead oven and end Conditions. ‘The Contract Demand shall be that agreed 
upon by Northern and the Buyer and set forth in the Executed Service 


The Billing Demand in effect for o billing month shall 
Demand. 


Iseued by: E. B. Blease, Vice President 
Iseusd on: July 10, 2 
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RATE SCHEDULE PL-3 
PIPE LINE SERVICE 
(Continued) 


'Te Ane for eee Deficiency: On any day vhen Northern does not 
( ver act nati gas requirements of the Buyer vithin the 


Contract Demand, because Northern did not maintain the delivery pressure 


equal to or greater than it is obligated to maintain, then the following 
adjustments shall be made: 


(a) ‘The Demand Charge otherwise payable during the month 
in which such day occurs shall be reduced by an amount 
equal to the volume that Seller failed to deliver in such 
day multiplied by 12.63¢ per Mcf, and 


(>) ‘The Minium Monthly Bill otherwise applicable during 
the month shall be reduced by an amount equal to the volume 
that Seller failed to deliver multiplied by the Commodity 
Charge set forth in Paragraph (3) above, in addition to 
the reduction in the Demand Charge stated in (a) above. 


Penalty for Unauthorized Takes in Excess of Contract Demand: 


(8.1) Amount of Penalty: Any volume of gas taken by a Buyer under 
in excess of the Contract Demand in any day 
sbell be considered as unauthorized overrun gas. Northern shall 
dill, and the Buyer shall pay, for such unauthorized overrun gas 

at the following rates, in addition to the Commodity Charge: 


$ 2.00 per Mcf for such overrun gas up to and incluting 
the larger of 3% of the Contract Demand, or 50 Mcf; 


$20.00 per Mef for additional volumes of overrun gas. 


The payment of an overrun penalty shall not, under any circun- 
stances, be considered as giving any Buyer the right to take 
unauthorized overrun volumes nor shall such payment be con- 
sidered to exclude or limit any other remedies available to 
Northern or another Buyer against the offending Buyer for failure 
to comply with its obligations to stay within its Contract Demand. 


All such penalties shall be collected and retained by Northern 
and shall not be refunded to Buyer, except as provided in Para- 
ereph (8.2) hereof. 


‘Iosued by: 5. B. Blease, Vice President 
Issued on: July 10, 1! 
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RATE SCHEDULE PL-B 
PIPES LINE SERVICE - ZONE B 


Availability: ‘This rate schedule is available to any purchaser 
re = called “Buyer”) for the purchase of natural gas from 
Morthern Natural Gas Company (hereinafter called “Northern"): 


(a) At delivery point(s) located in Northern's Rate Zone B. 
Northern's Rate Zone B encompasses the area shown on 
Northern's system map on Sheet 3 of this tariff. 


(>) Where Northern and Buyer execute & service agreement for 
service under this rate schedule. 


Jicability and Character of Service: This rate schedule shall be 
aericable to natural gas pipeline service delivered by Northern to Buyer 
on a firm basis. Service rendered under this rate schedule up to the 
Contract Demand, shall be firm and not subject to curtailment or inter- 
ruption except as provided in Sections (9) and (10) of the General Terms 
and Conditions. 


Rate: Demand Charge: $4.10 per month per Mcf of Billing Demand. 
Commodity Charge: 22.64¢ per Mcf of gas delivered. 


Minimm Bill: The minimm bill for each month shall be the sum of (a) 


(8) ‘The Demand Charge for the month and 


(>) A minimm Commodity Charge equal to 15h of the Contract 
Demand multiplied by the number of days in the billing 
month and multiplied by the Commodity Charge per Mcf 
shown in Paragraph (3) above. 


Contract Demand: ‘The Contract Demand shall be the maximum volume of 
natural gas Torthern is obligated to deliver on any one day to the 
Buyer and shall be tbe maximum daily volume Buyer is entitled to receive 
under this rate schedule, except as provided in Section (9) of the Gen- 
eral Terms and Conditions. The Contract Demand shall be that agreed 
upon by Bortbern and the Buyer and sect forth in the Executed Service 


Agreement. 


Billing Demand: The Billing Demand in effect for a billing month shall 
be the Contract Demand. 


a 


Zz. B. lease, Vice President Effective: 
July 10, 1962 
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PIPE LINE SERVICE - ZONE B 
(Continued) 


ustment for Delivery Deficie! : On any day when Northern does not 

ver % act nat gas requirements of the Buyer within the 
Contract Demand, because Northern did not maintain the delivery pressure 
equal to or greater than it is obligated to maintain, then the following 
adjustments shall be made: 


(a) The Demand Charge otherwise payable during the month 
in which such day occurs shall be reduced by an amount 
equal to the volume that Seller failed to deliver in such 
day multiplied by 13.68¢ per Mcf, and 


(>) ‘Tbe Minimum Monthly Bill otherwise applicable during the month 
shall be reduced by an amount equal to the volume that Seller 
failed to deliver multiplied by the Commodity Charge set 
forth in Paragraph (3) above, in addition to the reduction 
in the Demand Charge stated in (a) above. 


Penalty for Unauthorized Takes in Excess of Contract Demand: 


(8.1) Amount of Penalty: Any volume of gas taken by a Buyer under 
s rate sc e in excess of the Contract Demand in any day 
sball be considered as unauthorized overrun gas. Northern shall 
pill, and the Buyer sball pay, for such unauthorized overrun gas 
at the following rates, in addition to the Commodity Charge: 


$ 2.00 per Mcf for such overrun gas Up to and including 
the larger of 3% of the Contract Demand, or 50 Nef; 


$10.00 per Mcf for additional volumes of overrun gas. 


The payment of an overrun penal 
stances, be considered as giving 
unauthor, 

sidered to exclude or limit any 0' 
Northern or another Buyer against the 
to comply with its obligations to stay 


ALL such penalties shall be collected and retained by Northern 
and shall not be refunded to Buyer, except a3 provided in Pare- 
graph (8.2) hereof. 


E. B. Blease, Vice President 
July 10, 1962 


Superseding 
First Revised Sheet No. 19 


RATE SCHEDULE R-l 
IRTERRUPTIELE OVERRUN SERVICE - ZONE 1 
(Tow Border Delivery) 


Bate: 21.14¢ per Mcf delivered. 
Mintimm Bill: Sone. 


Determination of Deliveries: The volume of gs delivered under this rate 


Borthern’s Rete Schedule CD-1 and ZRS-1. 

Procedure for Curtailment of Service Under This Rate Schedule: 
under this rate sc. ve subject to 

Morthern in the following order: 

Step 1: Mo curtailment. 


Btep 2: Curtail or discontinue deliveries of overrun gas for the gas 


existing consumer for whoce requirements 
U-1/2¢ per Vef from the Cas Utility inmediately prior to 
October 27, 1947, and of direct customers of Morthern taking 


Effective: 


+1, 
NORTHERN NATURAL GAS COMPANY Second Revises Ba2d - 2h 
¥.P.C. Gas Torirr Superseding 

First Reviced Volume No. 1 First Revised Sheet Bo. 2h 


Availability: This rate schedule is available to any purchaser (bere- 
‘ter called Gas Utility) for the purchase af naturel gas fros Northern 

Natural Gas Compony (bereinafter called "torthern") when Gas Utility 

is purchesing gos from Northern under Northern's Rate Schedule CD-2. 


spplicopitity and Chorocter of Service: 
nat 


Group of the Gos Utility in excess of the Contract Demand in such billing 
Group, provided; however, that no gns will be cold under this rate schedule 
Quring such days in which Northern orders Gas Utility to curtail completely 
the taking of gos under this rate schedule. Service rendered under this 
rate schedule shall be subject to curtailment or interruption. 


Rate: 21.64¢ per Mcf delivered. 


Minimm Bill: None. 


Determination of Deliveries: ‘The volume of gas delivered urter this rate 
‘schedule during any doy when gns is available Lereunder shall be 

volume of gas delivered to Gas Utility in excess of the Contract 

for a billing group. Any gas taken under this rate 
referred to es “overrun” gos. On any day for which bas ordered 
complete curtailment of service to a Gas Utility under this rate schedule, 
all gas taken by Gas Utility shall be considered as delivered under 
Northern's Rate Schedule CD-2 and ERS-l. 


Procedure for Curtailment of Service Under This Rate Schedule: Service 
rende: under this rate es ve si t to vy 
Northern in the following order: 


Step 1: No curtailment. 


Step 2: Curtail or discontinue deliveries of overrun gas for the 
requirements of such existing and new large volume 
whose saximum daily requirements are more than 12,000 
day; provided, hovever, that the cas requirements of eny 
ing consumer for whose requirements Northern received 1 
per Nef from the Gus Utility inucdiately prior to October 27, 
1947, and of direct customers of Northern taking D-l gs, 


Issued by: E. B. Blease, Vice President 
Iscued on: July 10, 1962 
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Availability: This rate schedule is available to any purchaser (herein- 
ifter called Cas Utility) for the purchase of natural gas from Northern 
Matural Gas Company (bereinafter called “Northern") when Gas Utility is 
purchasing gas from Northern under Northern's Rate Schedule CD-3. 


Rpolicebility and Character of Service: This rate schedule shall apply to 
@ll natural gus delivered in Zone 3 on any day by Northern to a villing 
dn excess of the Contract Demand in such billing 
that no gas will be sold under this rate schedule 
Northern orders Gas Utility to curtail completely 
the taking of gas under Service rendered under this 
rate schedmle shall be subject to curtailment or interruption. 


Rate: 22.la¢ per Mcf delivered. 


The volume of gas delivered under this rate 
4s available hereunder shall be the 
of the Contract Demand 


" gps. 
complete of service to a Gas Utility under 
all gas taken by Gas Utility shall be considered as delivered under 
Morthern’s Rate Schedule CD-3 and EXG-1l. 


Procedure for Curtailment of Service Under This Rate Schedule: Service 
Fendered umer this rate ceheaule shall be subject to curtaiiment by 


Northern in the following order: 
Step 1: Mo curtaiinent. 
Step 2: Curtail or discontinue deliveries of overrun gas for the gas 


of such existing and new large volume consumers 
are more than 12,000 Mcf per 


requirements exist- 
Northern received 14-1/2¢ 
per Mcf from the Cas Utility immediately prior to October 27, 
1987, and of direct customers of Northern taking 


Effective: 


» 


A 
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@.P.C. Gas Tariff Superseding 

First Revised Volume No. 1 First Revised Sheet Mo. 33a 


RATE SCHEDULE R-B 
INTERRUPTIBLE OVERRUN SERVICE - ZONE B 
(Town Border Delivery) 


Availability: This rate schedule is available to any purchaser (berein- 
after called Gas Utility) for the purchase of natural gas from Northern 
Natural Gas Company (bereinafter called “Northern”) when Gas Utility is 
purchasing gas from Nortbern under Northern's Rate Schedule CD~B. 


Appi rembe ey and Character of Service: This rate schedule shall apply to 
nati gas ive. in on any day by Northern to a billing 
group of the Gas Utility in excess of the Contract Demand in such vdilling 
group, provided; however, that no gas will be sold under this rate schedule 
during such days in which Northern orders Gas Utility to curtail completely 
the taking of gas under this rate schedule. Service rendered under this 
rate schedule shall be subject to curtailment or interruption. 


Rate: 25.21¢ per Mcf delivered. 
Minimum Bill: None. 


Determination of Deliveries: The volume of gas delivered under this rate 
schedule during any day when gas is available bereunder shall be the 
volume of gas delivered to Gas Utility in excess of the Contract Demand 
for a billing group. Any gas taken under this rate schedule vill be 
referred to as “overrun” gas. On any day for which Northern has ordered 
complete curtailment of service to a Gas Utility under this rate schedule, 
ell gas taken by Gas Utility shall be considered as delivered under 
Northern's Rate Schedule CD-B and ERS-l. 


Procedure for Curtailment of Service Under This Rate Schedule: Service 
Tendered under this rate schedule shall be subject to curtailment by 
Northern in the following order: 


Step 1: No curtailment. 


Step 2: Curtail or discontinue deliveries of overrun gas for the gas 
requirements of such existing and new large volume consumers 
whose maximum daily requirements are more than 12,000 Mcf per 
day; provided, however, that the gas requirements of any exist- 
ing consumer for whose requirements Northern received 1s-1/2¢ 
per Mcf from the Gas Utility immediately prior to October 27, 
1947, and of direct customers of Northern taking 


Issued by: 5. B. Blease, Vice President 
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First Revised Sheet Mo. 
Superseding Original Sheet Mo. 


GENERAL TERMS AMD CONDITIONS 


(2.1) Unit of Measuresent- The unit of measurement shall be a cubic 
Foot ct gas api the term “cubic foot of gas”, vberever used in 
Yorthern's rate schedules shall mean a cubic foot of gas at en 
Teclute pressure of 14.73 pounds and a temperature of 60° 
Pebrenbeit. 


(2.2) Computation of Volume of Gas. 


(a) Measurement 
Geasured at pipe Line 
the unit of measurement- 
of volume delivered 
recomendations set forth in the A.G.A. 


and in any such case the temperature 
shall be assumed 


Gravity. the specific gravity of the gs shall 
Goce @ mouth or as frequently ss vecessary 

tor reasomably accurate determinations, by means of 
ecequate spperatus, ani such gravity so obtained, sball 
be used in the measurement of gas. 


aX Pressure. The normal barometric pressure ip 

per square , carried to one decimal place, for 
cech city or town, sball be used as the atmospheric 
pressure for measurement purposes. 


| 
| 
| 
| 
| 
| 
| 


calorimeters sball be 
besting value per cubic Loot of the gas as delivered. 


(Continued) 


1. Measurement (Contanued). 
(2.2) Computation of Volume of Gas (Continued). 


(e) Pouting Value ioe) 
re 


cmed, operated and maintained 
by Northern at a point on Northern's mainline downstream 
from the point where all gatbering, processing and 
extraction is completed. 


The heating value of the natural gas received by Northern 
from its sources of supply may vary, but it is expected 
that the gross beating value of the gas delivered will not 
be less than 975 vor more than 1025 Btu per cubic foot. 
Bowever, if in any month the arithmetic average of beating 
values recorded hourly by Northern's calorimeter sball be 
less than 975 Btu per cubic foot, then the volume of gas 
delivered during such month shall be computed mul 

the volume computed as provided in Section res (a) of 
theese General Terms and Conditions by a fraction vhose 
numerator shall be such arithmetic average heating value 
and whose denominator shall be 975. 


If the average annual gross heating value of the gas 
delivered is less than 965 Btu per cubic foot, adjustuents 
sball be made as follows: 


(4) ‘The weighted average annual Btu content of the 
gas delivered during the first twelve-month period 
after the commencement of operation of Northern 
@as Products Company's Bushtoo Extraction Plant 
sball be determined. 


At the end of each succeeding six-month period, the 
weighted average annual Btu content of the gas 
delivered during the immediately preceding tvelve- 
month period shall be determined. 


The minimm monthly Btu per cubic foot to be 
applied in the determination of the veighted 
average annual Btu content, as determined in 
eub-eections (i) and (ii) bereto, shall be 975. 

If such veighted annval Btu content of the gas 
falls 5 Btu below 985 Btu per cubic foot, adjust- 
ments vill be made in the form of a gas measurement 


Yesued by: E. B. Blease, Vice President 
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GEXERAL TERMS AND CONDITIONS 
(Continued ) 


1. Measurement (Con )- 


2. 


(2.2) Computation of Volume of Gas (Continued). 
(e) Heating Value (Continued). 


(444) (Continued). 
tor for each multiple of five (5) Btu per 
cubic foot. Such adjustment shall be made to the 
gas delivered for the next succeeding six (6) 
months. 


In order to determine the billing volume of gas, 
the measured volumes of gas delivered shall be 
multiplied by a fraction, the numerator of which 
shall be 985 Btu, minus the deficiency below 985 
Btu measured by each 5 Btu or any multiple of 5 
Btu's which represents the average Btu content 

of the gas delivered during the immediately 
preceding twelve-month period, and the denominator 
of which shall be 905 Btu. 


(£2) Supercompressibility. Determination of supercompressibility 
patur AS at measurement pressures shall be made by 
Borthern at Mortbern’s Omaha Central Laboratory and Testing 
Smop at intervals of three months or as much oftener as 
found necessary in practice, and the correction factor so 
Getermined shall be used in the computation of deliveries 
umtil the next test. 


Morthern's Equipment. Northern shall test, and adjust to 
per accuracy, at reasonable intervals, all equipment used 
in making the determinations of factors used under the 
provisions of this section (1). Such equipment shall, st 
all reasonable times, be subject to test or inspection by 
@ representative of the Gas Utility in the presence of a 
representative of Northern, and if found to be inaccurate, 
sball be corrected to par accuracy at the time of test. 


Meters 


(2.1) Town Border Meter. The gas delivered by Northern to the Cas 
Urility Bball be measured by an adequate meter or meters of 
standard type, installed, operated and maintained by Northern 
at its sole expense at or near the delivery point, or as other- 
wise sutunlly agreed to by the Gas Utility and Northern, if 


Z. Be Blease, Vice President Effective: 
Jaly 10, 1%2 
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GENERAL TERMS AND CONDITIONS 
(Continued ) 


2. Meters (Continued) 


(2.1) necessitated by special or peculiar circumstances. When more 
than one town Border Meter is used for Town Border measurement 
of gas, the term "Town Border Meter” sball be construed to mean 
and include all such meters as are used for that purpose. 


(2.2) esting of Northern's Meters. Northern shall test the town 
onder SstGr at Teasocable Intervals, and shall, at the time 
of the test, adjust the meter to record accurately. Such meter 
shall, at all reasonable times, be subject to check, test and 
inspection by a representative of the Gas Utility in the 
presence of a representative of Northern. 


Testing of the Gas wei s Meters. The Gas Utility shall 

test at reasonable > meters of the Gas Utility used 
for measurement of gas where such measurement enters into the 
town border measurement computations and shall at the time of 
the tests, adjust such meters to record accurately. Northern's 
representative sball have the right to witness such tests, or 
at reasonable times at the election of Northern, to check, test 
and inspect such meters in the presence of a representative of 
the Gas Utility. 


Adjusteent of Measurement Errors. If a meter of Northern or 

ity ‘O1 noperative or inaccurate, 
such equipment shall be adjusted to register correctly, and 
the amount of the error shall be determined by the most 


accurate method feasible. 


If the inaccuracy shall bave resulted in an error of more than 
2% in the measurement of gas, then the calculated deliveries of 
gas sball be adjusted to par accuracy to compensate for such error. 


. 


Such adjustment shall be made for such period of inaccuracy as 
may be definitely known. If the period of inaccuracy shall not 
be known, then such adjustment shall be made for the last half 
of the period (but not exceeding the last fifteen days of the 
last half of such period) between the time the metering equip- 
ment was adjusted to register correctly and the date of the last 
previous meter test. 
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GEMERAL TERMS AND CONDITIONS 
(Continued) 


° Matural gas delivered by Northern shall be merchantable 
oa gas. Morthern sball have the right to process or permit 
tbe processing of the gas before delivery in such manner and to such 
extent as Borthern may consider necessary or expedient. Such right 
gball include the extraction of, among other things, moisture, sulphur 
compounds, helium, nitrogen, vatural gasoline, carbon dioxide, ethane, 
butane, propane, and other hydrocarbons (except metbane) or any other 
component of the gas before or after receipt in Morthern's pipeline 
end also the extraction of such methane as is extracted incidental to 
the extraction of any other component including fuel used in the 


dm the pipe line of Northern at the point 
otherwise mutually agreed to shall not be 

square inch gauge pressure so far as practicable. The Gas Utility 
sball install, operate and maintain, at its own expense, such pressure 
regulating devices as my be necessary to regulate the pressure of 
qs after delivery to the Gas Utility. 


dere Natural gas sold by Northern shall be delivered 

po. or points of connection between the pipe line of Northern 
and that of the Gas Utility, either om the outlet side of the town 
vorder measuring station of Mortbern, or at such otber point or points 
as my be mutually agreed to by the Gas Utility and Northern, if 
necessitated by special or peculiar circumstances. 


Where more than ove point of connection is used for the delivery of 
patural gis at the town border, the term "Delivery Point” shall be 
construed to mean and include all such points of connection as are 
used for the delivery of natural gas. 


Title. Northern warrants the title to the natural gas delivered and 
That it bas good right and lawful euthority to sell the same. 


eg ee A statement shall be submitted by Northern to 
ty oo or before the tenth (10th) day of each calendar 
month for natural gas delivered during the preceding billing mooth, 
and payment therefore shall be made by the Gas Utility to Northern 
co or before the twentieth (20th) day of the month in which seid 
Dill is received by the Cas Utility. 


Effective: 
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Exceptions of Mid-America Pipeline Company 
Summary or Posrrion 


Mid-America Pipeline Company (Mid-America) takes 
strong exception generally to the Examiner’s proposed 
decision and its many sharp inconsistencies, puzzling 
reasoning, and unsupported conclusions. Before setting 
forth Mid-America’s exceptions, Mid-America believes it 
desirable to summarize for the benefit of the Commission 
its basic position in this proceeding. 


Sometime in 1960, Northern Natural Gas Company and 
its subsidiaries (Northern) completed plans for con- 
structing an extraction plant at Bushton, Kansas, to be 
operated by a wholly-owned subsidiary, for the purpose 
of extracting propane, butane, and natural gasoline from 
Northern’s natural gas stream. As a result of the 
extraction, it was proposed to reduce the Btu content of 
Northern’s gas stream North of Bushton from 1018 to 
985 Btu/CF on an annual basis for the year 1962. An 
open-ended contract was signed between Northern, the 
parent company, and the subsidiary giving the subsidiary 
the sole right to use Northern’s gas stream for extraction 
of liquids, thus creating a preferential class of service for 
Northern’s ultimate benefit. 
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In 1958 Northern’s gas stream had an average heat 
content of 1,021 Btu/CF. Northern’s witnesses testified 
that the Btu content of the stream in 1962 would be 1018 
Btu/Cf prior to extraction of natural gas liquids by its 
subsidiary. However, during a substantial portion of the 
three-year period, 1959, 1960, and 1961, Northern has 
admitted that it permitted certain producers supplying gas 
to its system to extract natural gas liquids (and thus 
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Btu’s) to a level below the Btu minimums specified in 
Northern’s gas purchase contracts. This practice was 
terminated about the middle of 1961. By ‘“‘giving away”’ 
Btu’s during this time, Northern was able to show that 
its gas stream averaged only 1,006 Btu per Mcf in 1960, 
a level considerably lower than experienced prior to 1958 
and projected in 1962. 


Having set the stage to justify the proposed service as 
having a minimal impact upon the heat energy previously 
delivered to the consumer, Northern proceeded in 1960 to 
undertake construction of the extraction plant. Construc- 
tion continued even after it had become clear that Mid- 
America and others intended to oppose Northern’s appli- 
cation, and was completed in the early fall of 1961. The 
only permissible conclusion is that Northern sought to 
present the Commission with a fait accomplt and thereby 
to force certification of its proposed service. 


Sometime late in 1960, or early in 1961, Northern began 
construction of all related facilities covered by the 
certificate 


3564 


application. They were substantiall complete early in the 
fall of 1961. Despite clear language in the Act expressly 
to the contrary, Northern undertook the installation or 
construction of substantially all of jurisdictional facilities 
without Commission authority. The Examiner appears to 
view this deliberate violation of the Act as an embarrassing, 
but unimportant, faux pas to be pushed under the rug of 
regulatory routine and ignored. Mid-America, faced with 
the prospect of subsidized competition from these ““boot- 
leg’? facilities, disagrees vigorously with the Examiner’s 
casual approach to the violations. The Commission can- 
not ignore them in discharging the responsibility imposed 
upon it by the Congress in Section 7. Otherwise, the gas 
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industry will be able to dictate Commission approval of 
jurisdictional facilities simply by the device of construct- 
ing jurisdictional facilities in advance of certification. 


Further, Northern has completely failed to demonstrate 
that the jurisdictional facilities already constructed will 
serve the public convenience and necessity. Northern has 
not complied with the Commission’s rules by submitting 
projected first year cost and volume figures from which 
it is possible to appraise the public impact of the extrac- 
tion project. Rather, it has submitted a mishmash of cost 
and volume figures on different bases which severely 
handicapped the Examiner, by his own admission, in 
appraising the project. 


3565 
The Examiner found that the costs assigned to the 


project by Northern fall short of the actual costs—as he 
computed them—by at least 27%. However, it is patently 
clear from his decision that without complete projected 
first year data, it is impossible to determine the extent of 
the actual burden on the gas consuming public and the 
resulting subsidization of competition with Mid-America. 
It is equally impossible to determine whether the project 
meets minimum standards of feasibility, or whether the 
proposed settlement rates sufficiently reduce this burden 
to be in the public interest. It is no answer to argue that 
the rate issue can be deferred until Northern’s next rate 
case, since Northern may not file a rate increase for a 
number of years, and in the meantime its rates may permit 
destructive and unlawful subsidization of its extraction 
business. 


Accordingly, if the Commission does not at this time 
deny the application, Northern should be required to 
submit projected first year data to establish the lawfulness 
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and feasibility of the project, as well as the required rate 
adjustments. 


Northern has shown no benefit to the gas consuming 
public from the installation of the extraction facility on 
Northern’s main transmisison system. Quite the contrary, 
the record demonstrates that the extraction operation will 
consume Northern’s existing low cost gas reserves, pre- 
empt existing capacity which has already been paid for in 
part by the utility customers, and reduce the operating 
efficiency of the utility 
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customers’ distribution systems, all to supply a natural 
gas liquids service which is not needed, and will merely 
duplicate that already afforded by Mid-America. 


The proposed service will in fact offer destructive and 


subsidized competition to Mid-America, a regulated 
common carrier pipeline. Mid-America began operation in 
1960 as a modern, highly efficient natural gas liquids pipe- 
line running from the same producing areas serving 
Northern to delivery terminals in the North Central states. 
Northern proposes to transport natural gas liquids in its 
gas stream from these producing areas to the extraction 
plant in Kansas and operate a liquid products pipeline 
running from the extraction plant to terminals which will 
be located in close proximity to Mid-America’s terminals. 
Since Mid-America’s present capacity is more than 
adequate to serve the existing market for a number of 
years in the future, Northern’s subsidized service would 
inevitably cause severe competitive injury to Mid-America 
which, unlike Northern, has neither an assured supply nor 
market for its service. 


The Examiner has completely ignored these injuries, 
treating this as a conventional application to serve an in- 
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dustrial customer. Yet, under the Supreme Court and 
Commission decisions in the Transcontinental X-20 case, 
the Commission can and should weigh the impact on the 
public convenience and necessity of the end use of the gas 
proposed by Northern, a use 
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which will injure rather than benefit the public in Northern 
and Mid-America’s service area. 


In sum, the record demonstrates that the public con- 
suming propane and other natural gas liquids has no need 
for the propane, butane and natural gasoline proposed to 
be extracted at Bushton. That public has no need for the 
duplication of propane transportation facilities (pipelines, 
storage and terminals) proposed at substantial cost, since 
in the long run, it is inevitably the consumer who pays 
through high propane prices for such duplicated facilities. 
Obviously, the gas consuming public has no need for lower 
Btu gas. 


Finally, Northern has completely failed to meet its 
burden to show that its existing rates will not subsidize 
an inherently uneconomic service to the detriment of the 
general public. 


Hence, Mid-America maintains that the Commission has 
no choice under the Act to do anything other than deny 
a certificate to Northern on the grounds of (1) deliberate 
violation of the Act by undertaking construction of juris- 
dictional facilities prior to the issuance of a certificate by 
the Commission, and (2) the complete failure of Northern 
to prove any present or future public convenience and 
necessity in the project. 


(3578) 
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Il. The Examiner’s Decision Fails to Meet the Require- 
ments of Section 7 of the Natural Gas Act. 


A fundamental issue in this proceeding is whether 
Northern’s proposed service to its subsidiary Northern 
Gas Products is ‘‘required by the present or future public 
convenience and necessity’? pursuant to the standard of 
Section 7(e) of the Natural Gas Act. The Examiner’s 
decision, however, shows no indication whatsoever of any 
deliberation by him as to this issue. As far as can be 
determined from his decision, the Examiner has simply 
assumed that Northern’s proposed service serves some 
unspecified public need so as to be required by the public 
convenience and necessity. 


It is apparent from the record in this proceeding that 
the unique characteristics of the proposed service raise 
basic questions as to the public convenience and necessity 
which are not present in the conventional certification case. 
Not only has the Examiner failed to find any public need 
for the proposed service, but he has ignored the evidence 
of the uniquely detrimental aspects of Northern’s pro- 
posed service which require denial of Northern’s applica- 
tion. Mid-America excepts to these fundamental errors 
on the part of the Examiner. 


This case does not involve an expansion of natural gas 
service to the benefit of the gas-consuming public. On the 
contrary, Northern intends to divert transmission system 
capacity and gas reserves to the private business of 
producing and 
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transporting propane and other liquid products. Certainly 
the gas-consuming public has no need for, nor is it con- 
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venienced by, such service. Such a proposal is inherently 
dertimental to the interests of the gas-consuming public. 


The Examiner has failed to comprehend the wide impact 
of the proposed service on the operation of Northern’s 
system. As shown in Mid-America’s brief, pages 11 and 
16, Northern intends to transfer to Northern Gas Products 
a substantial portion of the total heat energy transported 
by Northern’s transmission system, amounting to 5.5 per- 
cent of total heat energy on a peak day basis and equal, 
on an annual volume basis, to 6.1 percent of Northern’s 
estimated 1962 sales to all customers other than its sub- 
sidiary Northern Gas Products. The heat energy pro- 
posed to be transferred to Northern Gas Products over the 
20-year life of the contract between it and Northern 
amounts to at least 4.8 percent of Northern’s present 
estimated gas reserves. 


The extraction of liquefiable hydrocarbons by Northern 
Gas Products would take place at Bushton, Kansas, a 
point upstream of practically all Northern’s delivery 
points to present customers. Unlike the usual sale of gas 
Northern’s proposed service would reduce the heating 
value of the gas stream downstream of Bushton from 1023 
Btu/CF to 990 Btu/CF on a peak day basis and from 
1018 to 985 Btu/CF on an average annual basis (Exh. 4). 
As a result of this loss of heat content of Northern’s gas 
stream, Northern’s present and future service to its 
customers downstream of Bushton would be substantially 
adversely 
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affected; and the unusual problem is created of how to 
assure delivery to the ultimate consumer of additional 
volumes of the impoverished gas stream to make up to 
some extent this loss. 
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Northern’s proposed service is also unique in that it 
is for a purpose foreign to the natural gas service 
furnished by Northern to its present customers. Northern 
Gas Products is not just another member of the gas- 
consuming public seeking to purchase gas for consumption 
but intends to extract certain of the liquefiable hydro- 
carbons from Northern’s gas stream. Northern in effect 
is here applying for authority to transport these natural 
gas liquids for sale as a commodity, using the existing 
facilities of an interstate natural gas transmission system. 
The application thus proposes, but does not request 
authority for, the abandonment of gas transmission 
facilities and service. 


The Examiner has erred in entirely passing over the 
public convenience and necessity aspects of these differ- 
entiating elements of the proposed service. 


The Examiner Has Erroneously Fatled to 
Consider the End Use to Which Northern’s 
Gas and Transmission Facilities Would 
Be Put 


The facts summarized above demonstrate that certifica- 
tion of Northern’s proposed service would result in a 
substantial diversion and abandonment of Northern’s 
transmisison system capacity and dedicated gas reserves. 
These gas reserves and transmission capacity are the sole 
medium through which the gas- 
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consuming public in Northern’s service area obtains the 
benefits of natural gas service. In contrast, a variety of 
alternate facilities not dedicated to natural gas service 
are available for the production and transportation of 
natural gas liquids to the market in which Northern 
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proposes to sell the liquids extracted at Bushton. Such 
alternate means are fully adequate to supply the needs 
of this market (see Exception III). There is thus 
presented the very serious question of whether the pro- 
posed diversion of Northern’s reserves and transmission 
capacity to the production and transportation of liquids 
is not an inferior use of such reserves and facilities, con- 
trary to public convenience and necessity, as compared 
to continued dedication of such reserves and facilities to 
natural gas service. 


- The Commission’s jurisdiction and responsibility to 
regulate the use of interstate gas transmission facilities 
includes ample power to reject any proposed use of such 
facilities, whether for jurisdictional or non-jurisdictional 
‘sales, which is not required by the public convenience 
‘and necessity; Panhandle Eastern Pipe Line Co. v. FPC, 
939 F. 2d 467 (3rd Cir. 1956), cert. denied, 352 U.S. 891 
(1956). The Commission’s power and responsibility to 
consider the relative desirability of the end uses of gas 
which a transmission system seeks certification to 
transport was explicitly upheld in FPC v. Transcontinental 
Gas Pipeline Corporation, 21 FPC 399, 21 FPC 1388. In 
the circumstances of this case the Examiner was under a 
clear duty to consider this matter of inferior use. He 
has completely failed to do so. 
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The Examiner Has Erroneously Failed to 
Consider the Loss of Cheap Expansibility 
to Northern’s Transmission System 


The record demonstrates that the proposed service 
would utilize 12,234 existing compressor horsepower on 

' Northern’s system in addition to the 6,000 new horsepower 
for which Northern seeks authorization. The estimated 
replacement cost of this existing horsepower is $3,095,200 
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(Exh. 32, Sched. 5). To increase pipeline capacity south 
of Bushton, Northern estimates the expenditure required 
as $887,100 in upgrading and modifying an existing line 
(Exh. 5). However, once this improvement is made for 
the benefit of Northern Gas Products, it would cost an 
estimated $4,604,600 to loop the main line south of 
Bushton to provide this same amount of capacity for future 
gas service demand (Exh. 32, Sched. 6). 


The replacement cost figures described above do not 
include any investment in new facilities north of Bushton 
which would be needed to replace the energy-carrying 
capacity of the system lost as a result of the reduction in 
the energy content of the gas stream. The record shows 
that such loss and the investment required to replace it 
would be very substantial. Mid-America witness Culvern’s 
unrebutted testimony and exhibits demonstrated that the 
reduction in the heat content of Northern’s gas stream 
would reduce the energy-carrying capacity of the system 
north of Bushton by 1.8%. On the segment of Northern’s 
system immediately north of Bushton an increase in cal- 
culated horsepower of 7.4% would be required to restore 


energy-carrying 
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capacity, and similar increases in horsepower would be 
required on other parts of the system north of Bushton 
(Exhs. 45 and 46; Tr. 1463-1464, 1466). See also the cal- 
culations of utility witness Altman as to the sizable loss 
of pipeline system and compressor capacity (Exh. 32, 
Sched. 3). 


These replacement costs described above and the new 
investment needed to prevent loss of energy-carrying 
capacity reflect the cheap expansibility of Northern’s 
transmission system which would be consumed through its 
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proposed service. The Examiner improperly refuses to 
weigh this loss of cheap expansibility in evaluating the 
public convenience and necessity on the apparent ground 
that existing customers have no rights or interest in the 
cheap expansibility of the system, citing Atlantic Seaboard 
Corporation, 11 FPC 43, 58-59, 11 FPC 486, 533-534 
(p. 30). But this decision is inapplicable to the instant 
case, 


The Atlantic Seaboard case was a rate case following a 
conventional expansion of system facilities and service in 
which one customer (Washington) argued that in order to 
permit a load building period, part of its pipeline suppliers’ 
net investment costs should be allocated using anticipated 
1953 deliveries to other customers of the same class, rather 
than the 1952 test year delivieries. The Commission 
rejected this pro forma allocation technique, on the ground 
that it was inappropriate and unnecessary to protect 
Washington against a future misallocation of costs. The 
Commission had no occasion to consider in that proceed- 
ing the pre-emption of low-cost existing capacity by a 


3584 


non-jurisdictional service as a factor affecting the public 
convenience and necessity, nor was it concerned with any 
problem of priority of claims against transmission system 
facilities as between the gas consuming public and a user 
of such facilities for the production and transportation of 
propane and other liquid products. 


In the present proceeding, as already noted, the pro- 
posed service to Northern Gas Products is for an end use 
very different than the conventional end uses of trans- 
mission system gas, and is necessarily an exclusive service 
which cannot be provided to any other customer. Northern 
cannot avail itself of the assumption present in the con- 
ventional case, and presumably present in Atlantic Sea- 
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board, that public policy favors the expansion of natural 
gas service to new customers where feasible and that all 
customers making gas purchases are entitled to use the 
resources of the transmission system on an equal basis. 
Its subsidiary Northern Gas Products simply does not 
stand in the position of a conventional customer. 


An examination of whether the public interest requires 
preservation of Northern’s cheap expansibility must be 
made in the circumstances of this proceeding. In City of 
Pittsburgh v. FPC, 237 F. 2d 741 (CADC 1956), the Court 
held that it was error for the Commission to refuse to 
consider the effect of the appropriation of cheap ex- 
pansibility on the cost of future expansion in determining 
public convenience and necessity where a transmission 
company sought to pre-empt existing gas transmission 
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facilities for transporting liquid petroleum products. 
FPC v. Transcontinental Gas Pipe Line Corp., supra, and 
the underlying Commission opinions also hold that pre- 
emption of cheap transmission system expansibility for the 
transportation of gas for a use other than conventional 
uses is a significant element in the determination of public 
convenience and necessity. 


The Examiner has neglected to apply Section 7 of the 
Act as interpreted by the courts in failing even to consider 
this matter. 


The Examiner Has Failed to Require the 
Showing of Public Interest Necessary to 
Support Northern’s Proposal for Duplicative 
and Wasteful Pipeline Transportation 


Another unique aspect of Northern’s proposed service 
is the fact that Northern proposes to transport the natural 
gas liquids in the gas stream to Bushton for extraction and 
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the natural gas liquids thus produced at Bushton in direct 
| competition with Mid-America, a newly constructed and 
efficient common carrier pipeline whose sole business is 
' that of transporting natural gas liquids. Even the 
| Examiner implicitly concedes that Northern seeks to 
engage in this competition on a basis subsidized by the gas- 
consuming public which is dependent upon Northern’s gas 

transmission system, for he finds the price of 46 cents per 
' Mef at which Northern proposes to sell gas to its sub- 
sidiary at Bushton to be considerably less than the trans- 
' mission system costs properly attributable to the service 
proposed to be furnished by Northern. As will be shown 
in Exception —, 


3586 


the Examiner commits serious error, and thereby dis- 
regards serious considerations of public convenience and 


necessity, in failing to eliminate this element of sub- 
sidization.® 

However, the fact that Northern’s proposed service will 
compete with the existing service of Mid-America is a 
factor of public convenience and necessity entirely apart 
from the question of subsidization. As will be demon- 
strated in Exception III, Northern proposes to deliver a 
volume of propane approximating 40% of Mid-America’s 
deliveries of propane into the identical market presently 
served by Mid-America. That Mid-America will suffer 
competitive injury as a result of a fact that cannot be 
hidden by all the Examiner’s erroneous assumptions and 
computations. 


6 The Examiner concludes (p. 39) that transmission system costs 
attributable to Northern’s proposed service are 55.2 cents per Mef 
of gas consumed in the extraction process, This figure is substan- 
tially understated (see Exception 1V-3). 
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If Mid-America happened to transport natural gas 
liquids in gaseous rather than liquid form so as to be 
subject to the regulatory jurisdiction of this Commission 
rather than that of the Interstate Commerce Commission, 
the burden on Northern to show public need for a service 
which precisely duplicates that of Mid-America would be 
very heavy. The fact that Congress has chosen to divide 
jurisdiction between the two regulatory agencies on the 
basis of the form in which the liquids are transported 
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cannot change this burden. The Examiner committed 
flagrant error in failing to require Northern to meet its 
burden of demonstrating the public benefit which would 
justify an uneconomic duplication of existing common 
carrier pipeline service resulting in obvious injury to 
Mid-America. 


The Examiner Has Erroneously Failed to Give 
Weight to the Detrimental Effect of Northern’s 
Proposed Service on the Distribution Systems 
of Utilities Served by Northern 


The Examiner states (p. 43) that 


“No evidence exists indicating that the reduction in 
Btu will take substantial effect in rendering obsolete 
customer appliances or the intervener utilities’ dis- 
tribution facilities.’’ 


Mid-America excepts to this erroneous statement. As 
already indicated, the unrebutted testimony of engineering 
witnesses for Mid-America and the utility interveners dem- 
onstrates that the reduction in the heat content of North- 
ern’s gas stream resulting from the extraction operation 
will measurably reduce the energy capacity of Northern’s 
system north of Bushton. This is a matter of simple engi- 
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neering fact. The same detrimental effect would inevitably 
arise with respect to the pipelines in the distribution sys- 
tems of Northern’s utility customers. The Examiner com- 
mits error in attempting to brush aside this significant 
factor of public convenience and necessity. 
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In the usual pipeline expansion case covering new or 
increased transportation and sale of natural gas for one 
of the standard uses recognized as desirable and not in- 
volving an attempt to invade a market adequately served 
by a regulated common carrier pipeline, a public need for 
the new or increased service may well be properly assumed. 
Northern has consistently attempted to present its case 
as simply a standard pipeline expansion case so as to 
take advantage of this assumption and has failed to present 
any evidence of public need for the proposed service. Its 
contentions as to the conventional tests of public conveni- 
ence and necessity, which the Examiner recites on page 9 of 
the Decision,? tend to establish nothing more than that 
Northern is willing and physically and financially able to 
conduct the proposed service. The findings which the 
Examiner makes in Northern’s favor in these matters 
(findings which are erroneous in several respects—see 
Exception VII) likewise are directed 


™The Examiner states: ‘‘Northern contends, in brief, that its 
gas reserves and pipeline facilities are adequate for the service 
here proposed; that the cost of Products’ plant and of Northern's 
proposed system additions and modifications are reasonable and can 
be financed by Northern from cash on hand or credit; that ade 
quate markets exist for the hydrocarbons to be extracted by Prod- 
ucts; that based on a proposed charge to Products of 46¢ per Mef 
of net volumes used the over-all project is feasible; and that, ac- 
cordingly, public convenience and necessity require the certifica- 
tion sought.”’ 
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solely to the ability and willingness tests of Section 7(e) 
of the Act. 


But the many unique and unusual circumstances of this 
ease require much more than this. When natural gas is 
to be transported through a natural gas transmission sys- 
tem in very substantial quantities for a use entirely differ- 
ent from its customary and established uses; when these 
substantial volumes will necessarily consume a sizeable 
portion of Northern’s dedicated gas reserves and pre- 
empt existing transmission system capacity, both of which 
will inevitably have to be 


The Commission has well expressed the limited scope of the 
conventional findings of public convenience and necessity which 
have been the sole concern of the Examiner. In its Supreme Court 
brief in the Transcontinental Gas Corp. case, supra, the Commission 
said: 

‘<The court below, in its insistence that the Commission could 
properly consider solely the ‘conventional requirements’ for 
granting or denying a certificate, would permit consideration, 
not of the ‘total situation’, but merely of those narrow re- 
quirements which relate to the particular applicant’s (Transco, 
in this case) ability to perform the proposed service. These 
limited factors—of technical and economic feasibility of the 
proposal, adequacy of a gas supply to the applicant, existence 
of a market for the gas, and the rates to be charged for its 
transportation—essentially measure little more than whether 
the proposal is fair to Transco, its investors, and Con 
Edison. While the stability of the venture in these terms 
is important to the public interest, it certainly does not exhaust 
that interest. ° ® © Actually, the Commission’s acceptance of 
the showing of ‘conventional requirements’ has little to do 
with the public convenience and necessity standard. It is 
more directly responsive to the statutory requirement that 
the applicant be ‘able and willing properly to do the acts 
and to perform the service proposed.’ ”’ 
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‘ replaced at higher cost to meet the expanding needs of 
gas-consuming public; when the project will sharply re- 
duce the thermal content of the entire main gas stream 
downstream of the point of sale and the capacity of utility 

: distribution systems; and when the proposed service com- 
petes directly with another regulated pipeline already serv- 

‘ ing the identical market involved—there can be no presump- 
tion of a public need for the proposed service. The Ex- 
aminer’s failure to find a compelling public need for 
Northern’s proposed service and his disregard of evi- 

' dence indicating that the proposed service would be con- 

' trary to public convenience and necessity render his decision 
fatally defective. 


' In the language of the Commission in Transcontinental 
' Gas Pipe Line Corporation, et al., 21 F.P.C. 399 at 400: 


‘“‘The courts have long held that the ‘public con- 
venience and necessity’ is not a phrase of fixed con- 
tent to be mechanically applied regardless of the diver- 
sity of facts presented in particular cases. On the 
contrary the statutory standard encompasses many 
considerations which in number and in importance 
vary as the circumstances of the cases vary, subject 
to the existence of certain conventional minimum re- 
quirement which must be satisfied in every case. Ac- 
cordingly, we must interpret the standard of ‘public 
convenience and necessity’ in the light of the facts 
of each case, giving it a scope consistent with the 
broad purpose of the organic statute and applying it 
in pursuance of the policies the act is intended to 
serve.”’ 


This interpretation of the Commission’s functions in 

*' a Section 7 proceeding was confirmed by the Supreme 

' Court in affirming the Commission in FPC v. Transconti- 
nental Gas 
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Pipe Line Corp., supra. In his decision the Examiner has 
done the very thing the Commission has said must not 
be done: he has ‘“‘mechanically applied’”’ the ‘‘conventional 
minimum requirements”? of public convenience and neces- 
sity ‘‘regardless of the diversity of facts’? presented in 
this particular case. 
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Ill. The Ezaminer Erred (A) in Rejecting Mid-America’s 
Evidence of Lack of Public Need for Northern’s Pro- 
posed Service; and (B) in Conciuding That Northern’s 
Proposed Service Would Not Cause Substantial Com- 
petitive Injury to Mid-America. 


There is No Public Need For 
Northern’s Proposed Service. 


As already indicated, Northern seeks to divert a portion 
of its gas reserves to the production of propane and other 
natural gas liquids. It proposes to devote a substantial 
part of its gas transmission system capacity to the trans- 
portation of such liquids in its gas stream and to deliver ” 
new volumes of gas to its utility customers partially to 
make up for the reduced heating content of its gas stream 
caused by the extraction of the liquids. 


In contrast to Northern’s failure to produce any evi- 
dence of a public need for its proposed service, Mid-Amer- 
ica has demonstrated that there is in fact no public need 
for additional transportation of propane into the market 
which Northern proposes to serve and no public need for 
the new supply of propane which Northern proposes to 
produce. Mid-America excepts to the failure of the Ex- 
aminer to give any weight to this evidence, which is dis- 
cussed on pages 3-10 and 18-22 of Mid-America’s brief. 
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The facts are these. Late in 1960 Mid-America placed 
in service a new and highly efficient common carrier na- 
tural gas liquids pipeline built at a cost of $65 million and 
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extending from the producing areas of West Texas and 
New Mexico to Southern Minnesota and Wisconsin. The 
principal marketing territory served by Mid-America 
through its delivery terminals includes the states of Iowa, 
Minnesota, Nebraska, South Dakota and Wisconsin and 
one-half of the State of Missouri. Prior to the construc- 
tion of Mid-America, the import requirements of this 
market were met by railroads, trucks, barges and, to some 
extent, by truck and tank car shipments originating from 
other pipeline terminals located outside but adjacent to the 
area. 


Mid-America’s delivery capability at the time of the 
hearing in this proceeding constituted 68% of the esti- 
mated 1960 propane import requirements of this market. 
Its delivery capability can be cheaply expanded to 105% 
of these import requirements simply by the addition of 
pumping horsepower. As the above figures indicate, the 
construction of Mid-America represents a very substantial 
increase in transportation capacity to this market. It is 
clear that the capacity of Mid-America, when added to 
that of other transportation facilities and local supplies, 
is more than adequate to meet the needs of this market. 


Northern proposes to add another substantial increment 
of transportation capacity from the same producing areas 
as those served by Mid-America to the identical market 
served by Mid-America. As the Examiner points out 
(p. 23), six of the seven propane delivery terminals pro- 
posed by Northern are located within a range of from 10 
to 80 miles from terminals on Mid-America’s system. The 
map attached as Plate I to 
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Exhibit 44 demonstrates on its face the shockingly waste- 
ful duplication of pipeline service proposed and the obvious 
fact that Norther and Northern Gas Products propose to 
serve the identical market already served by Mid-America. 


The Examiner does not even mention the size of Mid- 
America’s capacity in relation to the market available to 
Mid-America. As discussed below, he fallaciously insists 
on regarding Mid-America’s market as encompassing the 
entire nine state area of the Upper Midwest and compounds 
his mistake by erroneous computations which grossly over- 
state the propane requirements of this larger area. These 
errors have evidently colored the Examiner’s whole ap- 
proach to the question of the competitive relationship be- 
tween Mid-America and Northern in the market Northern 
proposes to serve and may explain his failure to give any 


weight to the fact that Northern seeks to duplicate Mid- 
America’s service. 


Mid-America’s witness testified that Mid-America is in 
the best position to meet competition from other carriers 
and local suppliers in the area immediately surrounding 
its terminals. This is so because, in these nearby areas, 
the cost of distribution from the terminals to ultimate des- 
tination by tank truck or tank car is relatively low. As 
the distance of the ultimate destination from Mid-America’s 
terminals increases, the distribution cost rises; and the 
price competition encountered from propane delivered by 
other forms of transportation and local supplies becomes 
intense. This severly limits the volume 
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which Mid-America can delivery to these areas. The re- 
sult is that the highest concentration of Mid-America traffic 
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is delivered to destinations within a 50 to 100 mile radius 
of Mid-America’s terminals (Tr. 1414). 


The Examiner’s comment on this evidence is that Mid- 

America 
‘<* © © simply assumes that whatever losses it suffers 
from competition (with Northern) within the terminal 
areas cannot be made up elsewhere, although the evi- 
dence indicates that beyond the terminal zones com- 
petition with Products would be limited and indirect.”” 
(p. 23) 

In other words, while theh Examiner implicitly concedes 
that there is not room for both Northern and Mid-America 
in the market which Mid-America now serves, the Examiner 
suggests that Mid-America (though first on the scene) 
move out of its present market to make room for Northern 
and seek business in the areas where Northern cannot com- 
pete. The Examiner’s suggestion over-looks the fact that 
Mid-American cannot transport propane for ultimate de- 


livery into these fringe areas in competition with propane 
from local sources and propane delivered by other forms 
of transportation. As already indicated, Mid-America is 
operating at a level considerably below its delivery capa- 
bility. If 
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it were possible for Mid-America to expand its business in 
these fringe areas, it would have already done so. 


° The rail carriers in particular are engaged in a campaign to 
confine Mid-America’s business to the terminal areas. Not only 
have they instituted a proceeding before the Interstate Commerce 
Commission, which is still pending, seeking to force increases in 
Mid-America's rates (Tr. 1349-1351), but they have also published 
sharp reductions in their own rates for the avowed purpose of 
regaining traffic from Mid-America, These reductions have been 
approved by an Interstate Commerce Commission Examiner in a 
proposed report dated April 30, 1962 (L.C.C. Doeket No, 33735, 
Liquefied Petroleum Gas in Jumbo Tank Cars). 
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In addition to demonstrating the adequacy of present 
transportation facilities to Mid-America’s market, Mid- 
America produced evidence to show that the supply of 
propane available in and for transportation into Mid- 
America’s market has in recent years been outstripping 
the demand for propane, thus indicating the lack of public 
need for the new supply of propane which Northern pro- 
poses to produce. Mid-America showed increasing in- 
ventories of propane and increased production in and close 
to the market as well as substantially reduced propane 
prices in 1961 as compared to previous years (Mid-America 
Brief, pp. 21-22). The Examiner’s only references to this 
evidence are: (1) that it is ‘‘limited’’, ignoring the fact 
that it has not been answered or challenged by Northern, 
and (2) the irrelevant statement that some of the increased 
production and inventories are located outside though ad- 
jacent to the market (p. 23). 


It follows that there is no present or forseeable public 
need for Northern’s proposed service. 


Northern’s Proposed Service Would Cause 
Serious Competitive Injury to Mid-America. 


Mid-America excepts to the Examiner’s finding that Mid- 
America would not suffer substantial competitive injury as 
a result of Northern’s proposed service and his further 
finding that Northern’s application should not be denied 
because of competitive injury to Mid-America (p. 25). 
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Mid-America estimated, on the basis of data furnished 
by its shippers, that during the year beginnng September 
1, 1961, it would transport 488,208,000 gallons of propane 
and deliver this volume of propane through its terminals. 
It was shown that such a volume of movement would pro- 
duce an estimated net profit of $772,000, or a return of 
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approximately 1% on Mid-America’s $65,000,000 invest- 
ment (Tr. 1388, 1411). Northern proposes to deliver ap- 
proximately 192,000,000 gallons of propane annually 
through terminals which, as already shown, duplicate those 
of Mid-America. For the Examiner to conclude that no 
competitive injury to Mid-America would arise from the 
delivery by Northern, into a market identical with that 
served by Mid-America, of new volumes of propane approxi- 
mating 40% of Mid-America’s deliveries simply disregards 
the facts of record in this proceeding. 


The Examiner Grossly Overstates 
the Size of the Market. 


It appears that the Examiner has been lead to this un- 
realistic conclusion by a fundamental misconception of the 
size of the market involved. Contrary to the evidence, the 
Examiner states that the market to be considered consists 


of the sales of propane in the entire nine-state area of the 
upper Midwest,” plus the 499,000,000 gallons to be delivered 
by Mid-America™ 
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plus the 192,000,000 gallons proposed to be delivered by 
Northern. As a result of this premise, the Examiner finds 
that Mid-America’s shipments amount to only 22.7% and 
Northern’s 8.7% of the relevant market (p. 24). 


There are three flagrant errors in the Examiner’s rea- 
soning: (1) he bases his computations on propane sales 


10 Tllinois, Iowa, Kansas, Minnesota, Missouri, Nebraska, North 
Dakota, South Dakota, and Wisconsin, 


The Examiner’s figure represents Mid-America's delivery 
capability as of the time of the hearing (Exh. 44, Sched. 3). It is 
slightly higher than Mid-America's estimated annual volume of 
propane shipments for the year beginning September 1, 1961 of 
488,208,000 barrels already referred to. 
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figures, thereby failing to account for local production 
which reduces import requirements to substantially lower 
amounts: (2) he regards the sales of the entire nine-state 
area as available to Mid-America and to Northern; (3) he 
has added to those sales both the amounts shipped by Mid- 
America and proposed to be shipped by Northern. 


There has been no controversy between Mid-America 
and Northern over the facts first, that sales in whatever 
market is being considered must be reduced by the volume 
of propane produced locally to determine propane import 
requirements and second, that the deliveries of both Mid- 
America and Northern must be taken as part of such im- 
port requirements rather than an addition to such require- 
ments. The use by the Examiner of sales data unadjusted 
for local production overstates the propane import require- 
ments of the nine-state area by almost 500,000,000 gallons 
per year (Exh. 44, Sched. 3). His action in adding Mid- 
America’s shipments and the proposed shipments of North- 
ern to the sales figures produces a further overstatement 
of 691,000,000 gallons. He thus erroneously finds the pro- 
pane requirements of the nine-state area to be more than 
double what the uncontradicted evidence shows. 
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The Examiner compounded these errors by treating the 
propane requirements of the entire nine-state area as 
available to be supplied by Mid-America. Clearly this is 
not the case. As noted above, Mid-America has pointed out 
that its primary market area is not all of the nine states 
but the areas in those states which are in reasonably close 
proximity to its terminals. The very evidence to which 
the Examiner referred (Plate I of Exh. 44, referred to in 
footnote 1 of page 23 of the Decision) showed that Mid- 
America shipments have been delivered to only a few 
counties in Illinois and Kansas and that no Mid-America 


482 


(3600) 


shipments at all have been delivered to large areas in the 
states of North and South Dakota, Nebraska and Missouri. 


The propane import requirements of M id-America’s effec- 
tive market area within the nine states were shown to be 
approximately 737,000,000 gallons per year. Mid-America’s 
present and its ultimate delivery capability are 687% and 
105% respectively, of these requirements (Exh. 44, Sched. 
3), in contrast to the 22.7% which the Examiner found to 
be Mid-America’s market share. 


The Examiner’s Fallacious Load 
Factor Computations. 


' In comparing Mid-America’s capacity with the market 
~ demands, the Examiner also relies on load factor computa- 
tions, using factors suggested by Northern’s counsel. These 
' are based on the unsupported assumption that the import 
requirements of the nine-state area during the five winter 
"months bear the same relationship to the annual consump- 
tion requirements of this area 
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as do Mid-America’s winter deliveries to its annual de- 
liveries (pp. 2425). Mid-America’s witness gave several 
reasons why Mid-America’s load factor stated on this basis 
was probably not the same as the load factor for the entire 
nine state area"? The Examiner acknowledges (p. 24) the 
objections of Mid-America’s witness to the unsupported 
comparison between Mid-America’s and market load 
factors. But he nevertheless proceeds to make it and com- 
pares the capacity of Mid-America’s then existing facilities 

12 [t was pointed out that propane is used within the area for 
different purposes at varying load factors. The growth of storage 
facilities within the nine state area was sited as a factor which 
tends to level out the load factor of the area (Tr. 1366). 
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of 2,600,000 gallons per day with a computed average winter 
day import requirement for the nine state area of 4,791,000 
gallons. 


Even assuming the propriety of this type of load factor 
comparison, the Examiner’s erroneous use of the import 
requirements of the entire nine state area as Mid-America’s 
market seriously distorts his result. Thus, if the Examiner’s 
load factor is applied to Mid-America’s actual available 
market of 737,000,000 gallons annually, the average winter 
day import requirement becomes approximately 3,400,000 
gallons. Mid-America’s daily capacity at the time of the 
hearing was 77% of this figure. If the expandability of 
Mid-America’s capacity through the addition of horse- 
power is considered, Mid-America’s daily capacity becomes 
over 4,000,000 gallons per day (Exh. 44, Sched. 3), well in 
excess of the average winter day import requirement. 
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The Examiner states that the Bureau of Mines market 
statistics introduced by Mid-America do not ‘‘appear to 
reflect the broader market requirements of the area’’ (pp. 
93-24). He never says what these indefinite ‘‘broader 
requirements’”’ are. Certainly Northern has produced no 
other market data, and Mid-America knows of no other 
available market statistics. The Examiner may be refer- 
ring to the fact that the demand for propane in the Upper 
Mid-West has been expanding in recent years. Mid-America 
does not dispute this or that the demand may continue to 
expand in the future. But Northern’s application will 
have a severe present impact. Possible future expansion 
of the market cannot disguise the fact that Northern pro- 
poses now to dump propane into a present market already 
adequately served by Mid-America and other existing trans- 
portation facilities. This market will continue to be ade- 
quately served for at least several years in the future. 
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Tf possible future expansion of propane requirements is a 
decisive factor, then the Commission should deny North- 
ern’s application without prejudice to its renewal five or 
ten years hence in the light of actual market developments. 
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IV. The Examiner Has Made Numerous Errors In Attempt- 
ing to Determine the Costs Properly Allocable to the 
Extraction Plant On an Inadequate Record. 


'1. The Examiner Has Failed to Require Northern to Meet 
Its Burden of Proof in Showing the Actual Cost Im- 
pact of the Proposed Extraction Plant 


Mid-America excepts to the failure of the Examiner to 
direct Northern to submit current cost and volume esti- 
mates showing the actual effect of the extraction plant on 
' its system operations and to his acceptance (pp. 26-37) of 


Northern Natural’s admittedly inadequate cost data. 


Section 157.14(a)16 of the Commission’s Gas Regulations 
requires certificate applicants to submit, as Exhibit N, pro 
forma statements for each of the first three full years of 
operation of the proposed facilities, showing 


“(ii) Gas system annual operating expenses classi- 
fied in accordance with the Commission's Uniform Sys- 
tem of Accounts for Natural Gas Companies; the an- 
nual depreciation, depletion, taxes, utility income, and 
resulting rate of return on net investment in gas plant, 
including working capital. In addition, if enlargement 
or extension of facilities is involved, the cost of service 
attributable solely to the proposed facilities shall be 
stated separately with supporting data.” 


The regulations further provide (§ 157.5(b) & (¢)): 


““(b) Every requirement of this part shall be consid- 
ered as a forthright obligation of the applicant which 
can only be avoided by a definite and positive showing 
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that the information or data called for by the applica- 
ble rules is not necessary for the consideration and 
ultimate determination of the application. 

““(e) This part will be strictly applied to all appli- 
eations as submitted and the burden of adequate 
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presentation in intelligible form as well as justification 
for omitted data or information rests with the appli- 
cant.”” 


As the Examiner points out (pp. 33, 37) Northern did 
not submit estimated projected costs and volumes showing 
the effect of the proposed operation of the extraction fa- 
cility, for three years or even for one year. Rather, it uti- 
lized the cost estimates for the year 1960 submitted in its 
rate proceeding, Docket No. G-19040, and then modified 
these 1960 estimates by estimated 1962 incremental costs 


and volumes to produce a mishmash of 1960 and 1962 data, 
from which, as the Examiner implicitly recognizes, it is 
impossible to make any accurate determination of the ac- 
tual cost impact of the extraction facility. 


Mid-America vigorously urged (Br. 42) that Northern 
should be directed to submit for the record 1962 estimated 
cost and volume data on a systemwide basis, including the 
proposed operation of the extraction plant." Northern has 
conceded the relevance of the cost allocation issues, since it 
submitted cost allocation studies and attempted to demon- 
strate a cost to the plant of approximately 46¢ per Mef. 
Northern has not, however, submitted the kind of cost and 


13 The Examiner is thus in error in stating that ‘‘all participants rely on 
data submitted in the recently concluded rate proceedings in Northern ’s Docket 
G-19040 on the grounds that the estimates there set forth as to 1960 operations 
afforded the only present available source of correlated costs, demands, sales, 
and revenues’? (p. 27), since Mid-America expressly disclaimed reliance on 
such data. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Joseph C. Swidler, Chairman; 
Howard Morgan, L. J. O’Connor, Jr., Charles R. Ross, 
and Harold C. Woodward. 


Docket No. CP61-132 
NorrHern Natura Gas Company 
Opinion No. 374 


Opinion and Order Modifying and Adopting in Part Initial De- 
cision of Presiding Examiner and Issuing Certificate of 
Public Convenience and Necessity 


(Issued December 28, 1962) 


O’Connor, Commissioner: 


The examiner’s decision issued in this case on June 28, 
1962, would grant Northern Natural Gas Company (North- 
ern) a certificate of public convenience and necessity under 
Section 7(e) of the Natural Gas Act (Act). Exceptions filed 
on July 30, 1962, jointly by public authorities representing 
consumer interests and 14 utility customers of Northern 
(utility customers),? and by Minnesota Valley Natural 


1 The State of Minnesota, Public Service Commission of Wisconsin, City of 
Minneapolis, Minnesota, City of St. Paul, Minnesota, City of Duluth, Min- 
nesota, Interstate Power Company, Iowa Electric Light and Power Company, 
Iowa Power and Light Company, Iowa Public Service Company, Metropolitan 
Utilities District of Omaha, Minneapolis Gas Company, Municipal Gas Utility 
of the City of Codar Falls, Iowa, North Central Public Service Company, 
Northern Illinois Gas Company, Northern States Power Company (Minnesota), 
Northern States Power Company (Wisconsin), Northwestern Public Service 
Company, Superior Water, Light and Power Company and Western Power and 
Gas Company. 
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Gas Company, favor issuance of a certificate to Northern 
with certain conditions as described in the record and in 
a proposed Settlement Agreement of July 12, 1962, filed 
with the Commission on July 16, 1962. Exceptions filed 
on July 30, 1962 by staff counsel favor issuance of a cer- 
tificate in accordance with the examiner’s decision as modi- 
fied by certain conditions staff proposes. Exceptions filed 
on the same date by Mid-America Pipe Line Company 
(Mid-America), a competing fuel interest whose pipeline 
transports liquified petroleum gases, request that North- 
ern’s certificate application be denied, or that the record 
be reopened for additional evidence. 
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The facts, more fully described in the examiner’s de- 
cision, disclose that Northern owns and operates an in- 
terstate natural gas pipeline system extending from sources 
of supply in the Panhandle and Hugoton Fields in Texas, 
Oklahoma, and other gas fields, to markets in midwestern 
states, principally Iowa, Minnesota and South Dakota. 
Northern seeks authority to construct and operate loop- 
ing, compressor, connecting and appurtenant facilities cost- 
ing an estimated $3,885,800, located at and south of its 
Buston, Kansas, compressor station, by which to trans- 
port and deliver some 900,000 Mcf per day of gas to its 
subsidiary, Northern Gas Products Company (Products 
Company). Northern would deliver the gas from its main 
line to an extraction plant already constracted about a 
mile from its Bushton station. 


At the plant, Products Company would extract liquified 
petroleum gases (LPG’s), principally propane, and rede- 
liver the gas, less shrinkage and fuel use estimated at 
39,862 Mef on a peak day, to Northern’s gas stream, for 
delivery to resale customers north of Bushton. Products 
Company would pay Northern 46 cents per Mcf for the 
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volumetric reduction in the gas stream under a 20-year 
contract. Products Company would transport the pro- 
pane and other LPG’s through a 353-mile pipeline yet to 
be built to Des Moines, Iowa, where the line would con- 
nect with another existing liquids pipeline, Great Lakes 
Pipe Line Company. Through these combined facilities, 
Products Company’s LPG’s would be delivered to seven 
terminals in five midwestern states, for sale to customers 
of such products. 


Thus Northern proposes jurisdictional construction and 
operation of facilities and jurisdictional transportation of 
gas, followed by the nonjurisdictional sale of gas to Prod- 
ucts Company, and Products Company’s nonjurisdictional 
extraction, transportation and sale of LPG’s?2 Extracting 
or ‘‘stripping’’ these LPG’s will reduce the heating value 
or Btu content of Northern’s gas stream by an amount 
which is disputed by the parties ;* but all agree that there 
would be a Btu reduction, and that Northern’s utility 
customers would be entitled to a rate reduction to com- 
pensate them for the increased volumes of gas they must 
buy to obtain equivalent service. 


The Examiner, finding that the requirements of public 
convenience and necessity of gas supply, facilities, financ- 
ing, feasibility, and the like were satisfied, held that a cer- 
tificate should be issued to Northern authorizing the pro- 
posed facilities and transportation. However, he held 
that, based on the Btu reduction and cost allocation he 
found proper, the 


$705 
unit costs allocated to the Products Company sale (te., its 
imputed price) should be 55.2 cents per Mef, compared with 


3 Panhandle Eastern Pipe Line Co. v. F.P.C., 232 F. 2d 467 (CA 3, 1956); 
cert. den., 352 U.S, 891; National Coal Ass'n v. F.P.C., 247 PF. 24 86 (CADC, 
1957). 

3 See infra, pp. 10-11. 
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Northern’s proposed price of 46 cents per Mef. Conse- 
quently, the examiner would require Northern, among 
other things, to file with the Commission upon commencing 
deliveries to Products Company, amended rate schedules 
reducing Northern’s present rates to its utility customers 
by specified amounts reflecting the examiner’s Btu reduc- 
tion and cost allocation. 


Alternatively, the examiner held that Northern could file 
acceptance by its utility customers of an Offer of Settle- 
ment dated October 19, 1961, as amended, between North- 
ern and its utility customers, which also provided for re- 
duced rates to such customers. 


After the hearing, on July 16, 1962, Northern and its 
utility customers filed with the Commission a “Settlement 
Agreement of July 12, 1962” in many respects similar 
to the earlier settlement proposal. This Settlement Agree- 
ment states that it disposes of all the issues raised on the 
record as between Northern and all the utility customers 
intervening herein. By it, Northern and the utility cus- 
tomers propose even larger rate reductions than previously 
proposed or than the examiner’s decision would require. 


Northern and the utility customers requested in their ex- 
ceptions and at the oral argument held on October 1, 1962, 
that we issue Northern a certificate conditioned to reflect 
the rate reductions and other terms formally proposed in 
the Settlement Agreement of July 12, 1962. If the settle- 
ment is not approved, the parties stand on their exceptions, 
which are directed principally to the examiner’s Btu reduc- 
tion and allocation of costs. 


Staff’s exceptions favor issuance of a certificate to North- 
ern in accordance with the examiner’s decision. However, 
staff would modify the examiner’s decision with conditions 
reflecting, inter alia, a greater reduction in the Btu con- 
tent of the processed gas, producting larger rate reduc- 
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tions to the utility customers than the examiner required. 
: Although staff did not approve the Settlement Agreement, 
the facts disclose that, as discussed hereinafter, a certifi- 
cate to Northern conditioned with the rate reductions and 
other terms proposed by the settlement agreement give 
effect to staff’s exceptions. 


The only party now opposing Northern’s application is 
Mid-America. This company owns and operates a 
' $65,000,000 pipeline, first put in service late in 1960, by 
' which it transports for a charge propane and other LPG’s 
i from west Texas, New Mexico, and elsewhere, to terminals 
' as far north as Minnesota and Wisconsin. Mid-America 
' seeks to protect its business from what it says will be un- 
fair competition by Products Company in the area Mid- 
America serves. Mid-America contends that Northern has 
not shown that there is a public need, under the standard 
of ‘‘public convenience and necessity’’, for the facilities 


i and transportation proposed by Northern, since Northern 
' has not shown there is a market demand for the propane 
which Products Company would produce and market. Also, 
Mid-America contends that 
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Northern has not shown that sufficient amounts of the 
' eosts of serving Products Company would be allocated to 
' the Products Company sale, so that Northern’s utility cus- 
' tomers would improperly subsidize Products Company’s 
| gale of propane, causing unfair competitive injury to Mid- 
America. 


Further, Mid-America contends that issuance of a cer- 
: tifieate conditioned to provide for the reduced rates agreed 
to by Northern and its utility customers and formally 
proposed in the Settlement Agreement is not supported 
by the record. Othere grounds for opposition are also 
advanced. 
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These and Mid-America’s other arguments are without 
merit. Weighing all considerations, we conclude that, for 
the reasons stated in the examiner’s decision and herein, 
a certificate to Northern, conditioned to provide for the 
reduced rates and other terms requested by Northern and 
its utility customers in the Settlement Agreement is re- 
quired by the public convenience and necessity and should 
be granted. 


Public Convenience and Necessity—Under Section 7(e) 
of the Act, we must grant Northern’s requested authoriza- 
tion if we find, inter alia, that it ‘‘is or will be required by 
the present or future public convenience and necessity’’. 
In the usual case, ‘‘public convenience and necessity’’ 
embrace the conventional elements of gas supply, financing, 
facilities, markets, economic feasibility, and rates,‘ al- 
though im a certificate proceeding we need not determine the 
“Just and reasonable’’ rate for the service.* The particu- 
lar facts of a case may justify considering other elements.® 
Judgment is reached on weighing all relevant considera- 
tions for and against the authorization; as the Supreme 
Court has said, ‘‘the term ‘public convenience and neces- 
sity’ connotes a flexible balancing process, in the course 
of which all the factors are 


4 Kansas Pipe Line § Company, et al., 2 FPC 29 (1939) is the leading case. 


SCf., Public Service Commission of New York v. F.P.C., 287 F. 2d 143 
(CADC, 1960). 


© National Coal Association v. F.P.C., 191 F. 2d 462, 467 (CADC, 1951), 
(use of natural gas in manufacture of fissionable materials); City of Pitts- 
burgh v. F.P.C., 237 F. 2d 741 (CADC, 1956), (national policy against monop- 
oly and imperilment of national] defense); Transcontinental Gas Pipe Line 
Corporation, et al., 21 FPC 138, 399 (1959); aff’d, F.P.C. v. Transcontinental 
Ges Pipe Line Corporation, 365 U.S, 1 (1961), (end use and conservation of 
natural gas; use of natural gas to relieve air pollution). 
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' weighed prior to final determination.’’” And to be sure 
the standards of the statute and Commission policy are met, 
' we may attach to a certificate such reasonable conditions 
as the public convenience, convenience and necessity re- 
quire.® 


The conventional elements satisfied—We conclude that 
the conventional elements of public convenience and neces- 
" gity are satisfied in this case. Mid-America’s exceptions do 
| not reveal any material error in the examiner’s decision 
in this regard. 


Respecting gas supply, Mid-America says the examiner 
disregarded evidence showing that Northern’s reserves 
will be inadequate for the service proposed. It says that 
on a heat energy basis, Products Company’s extraction 
over the 20-year life of the contract with Northern will 
use some 4.8 percent of the system reserves, which is a 
larger portion than the actual volumes sold would indi- 
cate. This will result, it says, from the fact that the gas 
removed from the stream at Bushton would have a Btu 
content more than double the rest of the stream. However, 
considering the entire record, including the likelihood of 
additional gas supply attachments by Northern, it reason- 
ably appears that the service to Products Company will 
not have a material adverse effect on Northern’s ability 


7 FP.C. v. Transcontinental Gas Pipe Line Corporation, supra, 365 U.S. 
at 23. 


8 Houston Texas Gas $ Ow Corp., et al, 16 FPO 118 (1956), aff'd, Florida 
Economic Advisory Council v. F.P.C., 251 F. 2d 643 (CADC, 1958), cert. den., 
356 U.S. 959 (rate and finance conditions); Atlantic Refining Co. v. Public 
Service Commission, 360 U.S. 378 (1959), (rate condition); Opinion No, 289 
in Pacifio Northwest Pipe Line Corporation, et al., 14 FPC 157 (1955), (rate 
condition); Opinion No, 251 in Gulf Interstate Gas Company, 12 FPC 116 
(1953), (financing, market and rate conditions). 
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to meet peak day demand requirements or upon its reserve 
life index. 

Respecting facilities, Mid-America challenges the ex- 
aminer’s conclusion that Northern’s compressor capacity 
is adequate to meet the demands of the proposed service. 
It says that, as the examiner recognizes, overloading of 
compressors will be necessary to render the service. It 
further contends that reducing the heating content of the 
gas stream would reduce the energy-carrying capacity of 
the pipeline, necessitating increases in compressor horse- 
power to maintain the present energy-carrying capacity. 
The record shows, however, that any ‘‘overloading’’ would 
not exceed the allowable operating limit of 5 percent of 
rated capacity. Northern’s exhibits and testimony reason- 
ably show that it will be able to deliver the higher system 
contract demands required because of the Products Com- 
pany sale, as well as the gas for that sale, through its ex- 
isting system and the additions proposed herein. 


3708 


The financing of Northern’s project is reasonable and 
feasible, as found by the examiner and as shown by the 
record. 


A market which needs and will purchase the gas Northern 
proposes to transport is shown by Northern’s 20-year con- 
tract with Products Company. Respecting economic feasi- 
bility, it appears from the record that concerning the fa- 
cilities herein authorized, Northern will earn an overall 
6.25 percent rate of return and that this project is eco- 
nomically feasible and will result in substantial benefits to 
Northern’s customers under the conditions to the certificate 
we issue. Both the market and economic feasibility fac- 
tors will depend upon the 20-year contract with Products 
Company, which includes a renegotiation clause and which, 
in any event, is not subject to arms-length bargaining. 
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‘Therefore, we shall include as a condition to the certificate 
‘the provision that, until changed by further order of the 
Commission, Northern, for purposes of future proceed- 
ings, shall attribute to the deliveries of natural gas to 
Products Company a cost equal to the product of 65.79 
‘eents times the volume of natural gas deliveries for the 
twelve month period, which volume shall be considered to 
be not less than 60 percent of 36,000 Mef per day multiplied 
‘by the number of days in the twelve month period. 


Respecting rates, we conclude that our issuance of a cer- 
tificate to Northern authorizing service to Products Com- 
' pany on the basis of the cost allocations underlying the 
Settlement Agreement discussed hereinafter and condi- 
tioned to provide for the reduced rates to the utility cus- 
tomers as requested by these parties, is supported by the 
record and is in accord with law. 


Further considerations favoring the certificate —Con- 
siderations additional to the foregoing ‘‘minimal’’® con- 


Northern is selling to the United States Government, 
under the Helium Act Amendment of 1960, 50 U.S.C. 167, 
et. seq., helium which it extracts from its gas stream at 
' Bushton.?? Helium is essential to vital scientific processes 
and defense programs, and recovery and utilization of this 
gas is desirable as a matter of public policy. It is clear 
from the record that technologically, it is necessary to 
remove the liquid products from the gas in order to remove 
the helium. Therefore the Products Company plant is al- 
ready removing the liquids from the volumes 


9Cf., Soripps Howard Radio v. F.CC,, 189 F. 24 677, 680 (CADC, 1951). 
ventional clements favor granting Northern a certificate. 

20 Although the extraction and sale of helium is not subject to Commission. 
jurisdiction, wo have authority under Section 11 of the Helium Act, 50 U.S.C. 
367 (i), to allocate costs of a helium sale in determining the rates of a natural- 
gas company, 
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of gas presently flowing through Bushton, after which 
the helium is removed at an adjacent plant owned by the 
Helex Corporation, a wholly-owned subsidiary of North- 
ern. Since the liquids must be removed from the gas 
in any event, considerations of efficiency and economy justi- 
fy their utilization in the form of liquid products, if such 
a usage is not impracticable or objectionable, rather than 
returning them to the gas stream. 


Farther, the wise and efficient utilization of our natural 
resources favors realizing the full potential of a wasting 
asset such as natural gas, cf., Transcontinental Pipe Line 
Transportation Corp. v. F.P.C., 361 U.S. 1, 8, 20, supra. 
Northern’s project furthers this policy by making available 
to the public such additional products as propane, butane, 
isobutane, and natural gasoline. 


Issues relating to Products Company operation.—One of 
Mid-America’s major contentions is that to satisfy the 
standards of public convenience and necessity Northern 
must show not only a public need for its facilities and trans- 
portation of gas to Products Company, but also a public 
need, i.e., market demand, for the LPGs which Products 
Company would produce, transport and sell. Mid-America 
contends that Northern made no such showing, and that 
absent a market for Products Company’s LPGs, unjustified 
competitive injury to Mid-America’s business would re- 
sult. Mid-America also contends that Products Company’s 
operations would not be economically feasible. 


These matters raised by Mid-America are beyond the 
scope of the Commission’s inquiry in certificating the juris- 
dictional facilities proposed by Northern. They pertain 
to the Products Company operation which, although di- 
rectly related to the Northern proposal, is non-jurisdic- 
tional and therefore not subject to the same scrutiny of 
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Section 7 as to public need, etc. as are jurisdictional facil- 
ities, Rather, in the case of such a non-jurisdictional op- 
eration which is integrated with a jurisdictional pro- 
posal, we must merely determine if it entails any violation 
of public policy or abuse of a jurisdictional proposal which 
would compel rejection of the jurisdictional proposal. 


Mid-America relies on City of Pittsburgh, 237 F.2d 741 
(CADC 1956), to support its contention that we should 
examine the entire Products Company non-jurisdictional 
operation and determine if there is a public need for its 
‘sale of LPGs before granting the certificate to Northern.” 
City of Pittsburgh neither held nor implied such a concept. 
In that case intervenors 
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-alleged and offered evidence to prove that non-jurisdic- 
: tional activities, which were related to jurisdictional pro- 
: posals before the Commission, would violate the anti-trust 
“laws and impair national defense. This evidence was 


, excluded, and the Court of Appeals reversed the Com- 


mission on the grounds that it must consider ‘publicly sig- 


. nificant consequences,”’ such as anti-trust violations and im- 
, pairment of national defense, which might indirectly result 


from its certification of jurisdictional facilities. 


There is neither allegation nor proof that the non-juris- 


~ dictional activities of Products Company would violate 


public policy. Mid-America’s evidence tended to prove 
that Products Company’s operation will compete vigor- 
ously with Mid-America. Whether there is a sufficient mar- 


11 The consequences of such a reading are farreaching. In certificating 
sales by independent producers of casinghead gas, it would impose the duty 
to determine if the salo of the oil produced in conjunction with the gas 
(a non-jurisdictional operation directly related to the jurisdictional sale) met 
a ‘public noed’’—which could be decided only after a complete examination 
of the wholesale and retail crude oil markets. 
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ket demand for LPGs to support both companies is not ma- 
terial here, since there is no public policy which guarantees 
a minimum market to a business such as Mid-America be- 
fore competitors should be allowed to enter. We note there 
is nothing to suggest that the anti-trust laws will be violated 
by the Products Company operation. The price conditions 
we are attaching to this certificate preclude the possibility 
that Northern’s jurisdictional activities will subsidize the 
operations of Products Company. Mid-America has not 
contended and we do not find that the Products Company 
operation would violate public policy in any other manner. 


Moreover, while we believe that these issues respecting 
Products Company’s operation are not pertinent, we have 
reviewed the examiner’s decision, the parties’ briefs and 
exceptions, and the evidence and exhibits herein, and feel 
satisfied that the record supports the examiner’s conclu- 
sions that there is a market for the Products Company 
propane and other LPGs, and that its operation is eco- 
nomically feasible.” 


Adequacy of the record.—Northern’s evidence in this 
case is based on 1960 costs and volumes as presented in 
Northern’s most recent rate case in Docket No. G-19040, 
adjusted to reflect Northern’s computation of the incre- 
mental costs of the service to Products Company. North- 
ern, staff and all the other parties including Mid-America 
utilized these costs in making their cost allocations. Mid- 
America, however, argues that Northern should have sub- 
mitted evidence showing estimated costs and volumes re- 
lated to operating its system during 1962, the first year that 


13 Respecting the latter, the record indicates that Products Company, paying 
Northern a price for gas which reflects the cost allocation underlying this 
certificate and receiving the minimum and maximum LPG prices shown by 
the reeord, would carn a rate of return in the range of approximately 4 
pereent to 9 percent in its first year of operations, sufficiontly ostablishing 
feasibility. 
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‘the proposed extraction plant would be placed in service, 
and also projected costs and volumes for the second and 
‘third years of operations, and cost allocation studies based 
on such data. 


We conclude that the record is adequate to permit de- 
termining that a certificate as conditioned herein is sup- 
‘ported by a reasonably proper cost allocation and other- 
wise. Respecting Northern’s second and third year opera- 
‘tions, it appears that during such years Northern will 
process the same 
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' volume of gas (900,000 Mcf per day) that it will during the 
first year, so evidence of second and third year operations 
would be unnecessary. For purposes of this proceeding, it 
"is is acceptable to use the most recently available 1960 cost 
' and other data from Northern’s concurrent Docket No. 
G-19040 rate proceeding.** This was done in the cost allo- 
cation studies of the utility customers (Exhibits Nos. 41 
and 42 and related testimony), which contain the adjust- 
_ ments they think necessary. The utility customers strongly 
contend that their evidence supports a certificate with the 
conditions specified in the Settlement Agreement. In addi- 
tion, we have the examiner’s cost allocation, and finally 
Mid-America’s—a total of five cost allocations in this rec- 
ord. This is sufficient for present purposes, where we are 
only using the cost allocations presented as a reference in 
determining the appropriateness of the Settlement Agree- 
ment. Moreover, as pointed out hereinafter, we need not 
finally determine the matter of cost allocations in this pro- 
ceeding under Section 7 of the Act. This issue is more 


13 Tho Docket No. G-19040 proceeding was the subject of Commission Opin- 
jon No, 342, issued March 7, 1961, 295 FPC 431, during the course of this pro- 
ceeding. Northern’s costs adduced herein reflect the reduction in rate of return 
from 6.75 percent to 6.25 percent required by that opinion. 
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properly before us in Sections 4 and 5 proceedings. (South 
Georgia Natural Gas Co., 22 FPC 211, 214.) Significantly, 
Mid-America did not seriously object at the hearing that 
the record is inadequate, and in such circumstances we 
should not permit this claim to be saved and advanced after 
the hearing is over. 


Respecting Mid-America’s contention that the record’s 
deficiencies preclude our allocating costs to Northern’s 
helium sale under Section 11 of the Helium Act Amend, 
ment, this is a matter for future rate cases for which pro- 
vision is made by a condition hereto. 


Unit cost of gas delivered to Products Company.—Our 
principal concern is to ensure that Northern’s jurisdictional 
customers are made whole giving consideration to the 
extraction operations contemplated by Products Company. 
This requires a determination of (1) the Btu loss in the 
gas supplied by Northern to its utility customers and (2) 
costs representing Products Company’s use of Northern’s 
jurisdictional facilities. In addition Mid-America argues 
that Products Company will pre-empt inexpensive pipeline 
capacity of Northern, the replacement cost of which Mid- 
America contends would constitute an additional cost to 
Northern’s customers of $4,604,600. 


The Settlement Agreement executed by Northern and the 
14 utility intervenors served by Northern“ constitutes a 
satisfactory resolution 


14 The utility customers favoring issuance of such a certificate represent 90 
percent of Northern’s certificated contract demand obligations and 96 percent 
of its annual jurisdictional gas sales, The State of Minnesota, the Public 
Serviee Commission of Wisconsin, and the Cities of Minneapolis and St. Paul, 
Minnesota are also agreeable to such a certificate. Iowa Power and Light 
Company initially wae not satisfied with the rate reductions proposed but now 
urges granting Northern a certificate with conditions providing for the agreed 
reductions. 
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of the complex allocation problems involved in determin- 
ing the three matters cited above. After analyzing the 
provisions of this agreement we conclude that the terms 
thereof fully reimburse Northern’s utility customers for 
all losses resulting from Northern’s proposed sales to 
Products Company. 


The Settlement Agreement contains the following pro- 
visions : 


(1) a reduction in the demand charge of 10 cents per 
Mef; 


(2) a further reduction in the demand charge of North- 
ern’s rates of 5.5 cents per Mef, uniformly in all the 
zones on Northern’s system, a reduction which, it 
is stated, amounts to approximately $1,000,000 
annually ; 


uniform reduction of .76 cents per Mcf in Northern’s 
zone commodity charges; 


Northern’s utility customers will contract for addi- 
tional contract demand volumes equal to 2.5 percent 
of their present contract demands, to provide the in- 
creased volumes necessary because of the reduced 
heating value of the processed gas; 


(5) monthly and annual adjustment in the billing vol- 
umes of gas in the event the heating value falls below 
975 and 985 Btu’s per cubic foot, respectively. 


The reasonableness of these settlement provisions is 
demonstrated by comparison with the various cost alloca- 
tions recommended by the parties and the examiner. Using 
the cost allocation method presented by the Examiner, 
which we find reasonable for this purpose, the Settlement 
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Agreement equates to an allocable unit cost to Products 
Company of 58.24 cents, excluding the further 5.5 cents re- 
duction in demand charges specified above. This figure as- 
sumes a reduction of 2.5 percent in the volumes of North- 
ern’s gas stream resulting from Products Company’s ex- 
traction. This reduction equates to a finding that North- 
ern’s average annual and peak day Btu content is 1010 and 
1015, respectively. 


The examiner used average annual and peak day figures 
of 1006 and 1000 in reaching his figure of 55.2 cents; staff 
used 1018 and 1023, which accounts for their higher figure 
of 62.2 cents.* The record fully supports 
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the Btu figures underlying the Settlement Agreement. The 
average Btu value (weighted by year) of the gas delivered 


to Northern Natural’s customers from January 1, 1956 
through May 31, 1961, was approximately 1,012; Btu (dry), 
the yearly averages being: 1956, 1,009; 1957, 1,015; 1958, 
1,021; 1959, 1,009; 1960 1,006, twelve months ending May 
31, 1961, 1,011. (Tr. 229, 581, Exh. 50.) 


The reasonableness of the settlement figure is further 
attested by the fact that the allocable unit cost to Products 
Company recommended by 12 of the Utility Intervenors is 
59.4 cents. 


The settlement goes further and provides for an addi- 
tional 5.5 cents reduction in demand charges on a uniform 
basis in all of the zones in Northern’s system. This pro- 
vision operates to reimburse Northern’s utility customers 
for the alleged loss of cheap expansibility. (See Tr. 1626.) 


13 Staff counsel at the oral argument stated that on this basis the unit cost 
of the Produets Company sale would be 62.6 cents but our computations using 
data in the record show that the correct figure is 62.2 cents. 
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Translated into terms of total dollars, this amounts to 
$1,000,000 per year. Translated into terms of unit cost 
‘ allocable to Products Company, the effect of this 5.5 cents 
reduction increases the total allocable cost to 65.79 cents. 
' This figure is within one cent of the 66.6 cents unit cost 
: ealeulated by Mid-America, which figure is excessively 
high because, among other reasons, it assumes additional 
: deliveries of 41,000 Mef on a peak day basis to Northern’s 
‘ eustomers while the record shows the maximum additional 
peak day deliveries to be 37,000 Mcf.** 


We therefore conclude that the Settlement Agreement 
adequately protects Northern’s jurisdictional customers 
| from any costs attributable to Products Company, pending 
' allocation to be made in any future rate case involving 
‘ Northern. Similarly, we reject Mid-America’s argument 
that the proposed Certification would result in Northern’s 
' eustomers subsidizing the propane activities of Products 


Company. 


It is neither necessary nor desirable at this time to 
determine with finality what particular method or princi- 
' ples of cost allocation shall be applied in apportioning 
' costs between the utility customers and the Products Com- 
| pany sale.7 Northern’s proposal, as Mid-America points 
' out, is unusual in some respects, and additional informa- 
' tion based on operating experience may be desirable be- 
fore finally deciding between the various 


16 The alternate $1.0007 figure advanced by Mid-America is unacceptable 
This figure is based upon a straight Btu method of allocation; which we 
rejected in Panhandle Eastern Pipeline Co., 25 FPC 787, 798, Op. 344, see also 
examiner’s decision in Panhandle Eastern Pipeline Co., 14 FPC 438, adopted 
by Commission at 14 PPC 473 and 15 FPC 1156. 


17 Cf., Texas Eastern Transmission Corp., et ab, 11 FPC 435, 447, where we 
conditioned the grant of a certificate on the company’s filing a tariff provid- 
ing for the allocation of costs on a fair basis. 
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permissible ways of allocating costs that might be em- 
ployed,” or departing from our ruling in Opinion No. 344, 
cited above. It is sufficient for present purposes that, in 
our judgment, based upon all the circumstances of this 
case,” a certificate with the rate conditions described above 
reflecting a cost of the Products Company sale of 65.79 
cents per Mef, is fair and reasonable to all concerned and 
will not result in any subsidization of the Products Com- 
pany sale by the utility customers. This is a certificate 
case, not a rate case, and it is unnecessary to determine 
with precision allocation principles, methods and resulting 
costs. As concluded above, Northern’s customers will oc- 
cupy at least as good a position after Products Company 
commences operations as before. This is as far as we 
should or need to go here. 


In the light of the above, Mid-America’s request for a 


condition that would require its straight Btu method of 
allocation in future rate proceedings should be denied. 
In any future rate proceeding, however, this opinion shall 
not be deemed to proscribe an examination of any cost allo- 
cation method relating to assignment of costs to North- 
ern’s service to Products Company, or to preclude our 
adopting a cost allocation method that results in different 
costs being assigned thereto. 


18Cf., F-P.C. v. Hope Natural Gas Co., 320 U.S. 591 (1944), where the 
court, referring to determining a fair rate of return in a rate case, said (320 
US. at 603), ‘‘Nor is it important to this case to determine the various 
permissible ways in which any rate base on which the return is computed 
might be arrived at. For we are of the view that the end result in this caso 
cannot be condemned under the Act as unjust and unreasonable from the 
investor or company viewpoint. 


19 Cf., Colorado Interstate Gas Co., v. F.P.C., 324 U.S. 581 (1945), where 
the court said (p. 589), ‘‘ Allocation of costs is not a matter for the slide rule. 
It involves judgment on a myriad of facts. It has no claim to an exact 
science.’ 
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Claimed unauthorized construction —Mid-America con- 
' tends that Northern has constructed virtually all of its 
i proposed facilities without certificate authority under Sec- 

tion 7(c) of the Act, and that this violation of law justifies 
i denial of the authorizations it seeks. Mid-America argues 
that such denial is necessary to protect the effectiveness of 
the Commission’s Section 7(c) jurisdiction and to discour- 
' age like actions by other natural gas companies. 
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Mid-America alleges four violations: (1) the construc- 
: tion of approximately one mile of 30-inch and 20-inch pipe- 
i line facilities connecting Northern’s mainline at Bushton 
with Products Company’s plant; (2) extensive modifica- 
' tions of the Mullinville A segment, one of the main north- 
‘ gouth lines on Northern’s system, to increase its delivery 
| capacity by 103,000 Mef per day, accomplished by rebuild- 


‘ ing the cylinders of its compressors so they can operate 
at higher pressure, replacing cooling equipment so as to 
increase compressor capacity, replacing the critical valves 
' with new, high-pressure valves that will operate at the 
higher pressures, and installing onstream cleaning equip- 
' ment; (3) the construction of calorimeter facilities for 
measuring the heating content of the mainline gas stream; 
and (4), the purchase and delivery of new compressors. 


Northern evidently admits having taken the above-de- 
scribed actions. As to the construction described in (1) 
through (3), Northern contends that this construction either 
involves non-jurisdictional facilities, or comes within the 
purview of Section 2.55 of the Commission’s Rules of Prac- 
tice and Procedure permitting modification of a pipeline 
without certificate authority. As to (+), Northern says that 
purchase of compressors without installation is not a vio- 
lation. 
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We conclade that Northern has violated Section 7(c) 
of the Act at least with respect to the construction de- 
seribed in (1) above. A connecting line having the size, 
capacity and function of that built by Northern is properly 
to be regarded as a jurisdictional facility, see National Coal 
Association v. F_P.C., 247 F. 2d 86, supra. As to (2), con- 
struction which increases capacity is not a replacement 
under the amendment of Section 2.55 by Order No. 241, 
issued February 12, 1962. This record does not enable 
determining whether the construction described in (3) 
is Jurisdictional. The purchase of compressors, (4) above, 
does not appear to be a violation. 


However, we agree with Northern that its previous rec- 
ord in securing certificate authorization prior to construc- 
tion of facilities fails to show any proclivity for violating 
the Act, and we do not believe that the violations we have 
found here (which Northern alleges were undertaken in 
good faith) warrant the imposition of sanctions. We em- 
phasize, however, that unauthorized construction of facil- 
ities is of serious concern, since it may materially hamper 
our performing such duties as allocating capacity and de- 
termining the need for proposed capacity. For this rea- 
son, we are hereby advising Northern and all other parties 
to bring to the attention of the Commission, for determi- 
nation of jurisdiction under Section 1.6(d) of our Rules 
of Practice and Procedure or otherwise, all construction 
plans which arguably could require certification. Failure 
to follow this procedure may result in the imposition of 
appropriate sanctions in the event that unauthorized con- 
struction is later determined to be jurisdictional. 


Duration of the certificate.—Mid-America contends that 
the rate reductions agreed to by Northern and the utility 
customers would be only temporary since they would be 
supplanted on December 27, 1962, by higher settlement 
rates approved by Commission order issued May 7, 1962, 
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in Docket Nos. G-19040, et al.,... FPC ..., and that there- 
fore protection to the utility customers is illusory. 
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The rate changes provided by the May 7, 1962 settlement 
order were agreed to independently of this proceeding and 
should be permitted. The changes permitted thereby, when 
applied to rates herein provided for, are not such as to 
negate the rate reductions and other benefits of the cer- 
tificate herein granted. Northern shall file rates re- 
flecting the reductions herein required, such reductions to 
be applied to present rates, or Northern’s rates prescribed 
by the May 7, 1962 settlement order whichever are in 
effect when the filings herein required are made. Such 
newly filed rates shall continue in force until such time as 
modified in accordance with the provisions of the Act and 
our regulations and orders. 


The Commission further finds: 


(1) Northern Natural Gas Company, a Delaware Cor- 
poration with its principal place of business located in 
Omaha, Nebraska, is a ‘‘natural-gas company”’ within the 
meaning of the Natural Gas Act, as the Commission has 
heretofore found. 


(2) The facilities proposed to be constructed by North- 
ern, as more fully described in its application filed herein, 
will be used and operated for the transportation of natural 
gas in interstate commerce, subject to the jurisdiction of 
the Commission, and the construction and operation there- 
of are subject to the requirements of subsections (c) and 
(e) of Section 7 of the Natural Gas Act. 


20 Prescribed aro increases in the present commodity rates in all Northern’s 
rate schedules in Zones 1, 2 and 3 and rate schedules PLB and PO-B by 
1 cent per Mef, with a compensating reduction in the demand charges under 
such rate schedules, The present rates in all other rate schedules in Zones B 
and © would remain unchanged. 
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(3) Northern is able and willing properly to do the acts 
and to perfrom the service proposed in this proceeding, 
and to conform to the provisions of the Natural Gas Act, 
and the requirements, rules and regulations of the Commis- 
sion promulgated thereunder. 


(4) The construction and operation of the proposed fa- 
cilities, as descrived by Northern in its application filed 
herein, are required by the present and future public con- 
venience and necessity and a certificate therefor should be 
granted as hereinafter ordered and conditioned. 


(5) The public convenience and necessity require that 
the general terms and conditions set forth in paragraphs 
(a), (c)(3), (e)(4) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act should 
attach to the certificate issued Northern and to the exer- 
cise of the rights granted thereunder. 
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(6) The public convenience and necessity require the 
attachment to the certificate issued Northern, and to the 
exercise of the rights granted thereunder, the further con- 
ditions hereinafter ordered, which are found to be reason- 
able and necessary. 


(7) All exceptions, arguments and requests not dis- 
cussed or granted herein have been considered but are with- 
out substantial support in the record or a reasonable basis 
in law or are immaterial to the proper disposition to this 
case and should be denied. The presiding examiner’s ini- 
tial decision issued herein on June 28, 1962, should, to the 
extent consistent with this opinion, be adopted by the 
Commission as of the date of issuance of this order, to 
constitute with this opinion its decision in this proceeding. 
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The Commission orders: 


(A) A certificate of public convenience and necessity is 
hereby issued to Northern Natural Gas Company author- 
izing it to construct and operate the facilities for the trans- 
portation of natural gas, subject to the jurisdiction of the 
Commission, for the sale to Northern Gas Products Com- 
‘pany, as more fully described in Northern’s application in 
this proceeding, and herein, upon the terms and conditions 
of this order. 


_ (B) The general terms and conditions set forth in para- 
graphs (a), (c)(3), (¢)(4) and (e) of Section 157.20 of 
the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate issued Northern herein and 
to the exercise of the rights granted thereunder. 


_ (C) As a further condition attached to the certificate is- 
sued Northern, and to the exercise of the rights granted 
thereunder, Northern shall, within thirty days of the date 

"of issuance hereof, file with the Commission in accordance 

‘with its Rules and Regulations and satisfactory to it, 

‘ pate schedules to be effective coincident with Northern’s 
initiating deliveries of natural gas to Northern Gas Prod- 
ucts Company consistent with the Settlement Agreement 
filed with the Commission July 16, 1962. 


(D) As a further such condition, the rate adjustments 
_ provided by this order shall be subject to such determina- 
- tions as we may reach in future proceedings in carrying out 
' our functions under the Helium Act Amendments of 1960. 


_ (BE) As a further such condition, until changed by far- 
' ther order of the Commission Northern, for purposes of 
' future proceedings, shall attribute to the deliveries of nat- 
' yral gas to Products Company a cost equal to the product 
of 65.79 cents times the volume of natural gas deliveries for 
the twelve month period, which volume shall be considered 
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to be not less than 60 percent of 36,000 Mecf per day multi- 
plied by the number of days in the billing month. 


3718 


(F) The initial decision of the presiding examiner is- 
sued herein on June 28, 1962, is, to the extent consistent 
with this opinion, hereby adopted by the Commission as of 
the date of issuance of this opinion, to constitute with this 
opinion the Commission’s decision in this proceeding. 


(G) The exceptions filed to the examiner’s decision are, 
except to the extent herein granted, denied. 
By the Commission. 
J. H. Gurrwe 
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Petition For Rehearing of Mid-America Pipeline Company 

Mid-America Pipeline Company (Mid-America) hereby 
applies for rehearing of the Commission Opinion and Order 
in this docket issued on December 28, 1962, which modified, 
and adopted as modified, the initial decision of the Presid- 
ing Examiner issuing a certificate of public convenience 
and necessity to Northern Natural Gas Company (Northern 
Natural) for certain facilities applied for. Mid-America 
asserts that the Commission’s order is erroneous at law 
and, insofar as the Commission has discretion, constitutes 
an abuse of discretion for the following reasons: 


1. The Commission erred in adopting the order of the 
Presiding Examiner, for the reasons set forth in Mid- 
America’s exceptions to that decision filed in this proceed- 
ing on July 30, 1962, except insofar as the Commission 
has granted the relief sought in those exceptions. Mid- 
America hereby specifically urges and reiterates the con- 
tentions and arguments set forth in its exceptions not 
adopted by the Commission as grounds for 
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rehearing of the Commission’s order, and hereby incor- 
‘porates by reference the text of those specific exceptions 
as though specifically set out herein. 


2. Mid-America seeks rehearing of the Commission’s 
‘order and urges the invalidity of that order insofar as it 
iis based on the conclusion that the extraction plant facility 
‘at Bushton is non-jurisdictional, and that accordingly the 
Northern Natural system need not obtain a certificate of 

public convenience and necessity for the construction and 
operation of that facility. Mid-America hereby reiterates 
all of the contentions and arguments made in its motion 
to the Commission filed in this docket on May 26, 1961, 
‘ and petition for rehearing filed on July 24, 1961, and seeks 
i pehearing of the Commission’s order insofar as it incor- 
‘ porates or is based upon its earlier orders of June 23, 
1961 and August 23, 1961, holding that the extraction plant 
facility is non-jurisdictional.* 


3. The Commission erred (Mimeo. pp. 7-S) in relying on 
Northern’s helium sales as a consideration favoring the 
granting of a certificate. There is no evidence of record 
as to the technical and economic relationship, if any, be- 

‘tween the helium operation and the LPG operation at 

' Bushton. In fact, Northern offered no evidence as to any 

‘ aspect of the helium operation or its relationship to the 
LPG operation and objected to Mid-America’s 
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efforts to elicit such evidence from one of Northern’s wit- 
nesses (Tr. 1004-1011). 

1 All subsequent references to ‘‘jurisdictional’’ and ‘‘non-jurisdictional’’ 
' gacilities in thia petition are without prejudice to Mid-America’s position set 
forth in paragraph 2 above. 
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The desirability of the recovery and utilization of helium 
as a matter of public policy noted by the Commission, is 
entirely irrelevant to any issue in this proceeding. The 
recovery and sale of helium by the Helex Company at 
Bushton obviously does not depend in any respect on the 
certification of the facilities applied for in this proceeding. 
As the Commission itself noted, Northern has been recover- 
ing helium at Bushton and selling it to the United States 
Government prior to the Commission’s action in certificat- 
ing the facilities applied for in this proceeding. 


The Commission further erred (Mimeo. p. 8) in deciding, 
in the absence of any evidence of record, that considera- 
tions of efficiency and economy justify the utilization in the 
form of liquid products of the liquids extracted in con- 
nection with helium recovery rather than returning such 
liquids to the gas stream. Such a determination, which is 
certainly not self-evident, is nothing more than sheer specu- 


lation in the absence of any evidence of record to support it. 


4. The Commission erred (Mimeo. p. 7) in finding that 
the use of Northern Natural’s facilities to transport liquids 
in vapor form for extraction is ‘‘wise and efficient utiliza- 
tion of our natural resources,’’ since (1) the Commission 
has made no findings as to a public need for the liquid 
extraction service in Northern 
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Natural’s market area, and (2) the record in this case shows 
that such proposed service is entirely superfluous. Accord- 
ingly, there is no support in the record for the Commis- 
sion’s determination. 


5. The Commission has erred (Mimeo. pp. 4-7) in find- 
ing that there is a public need for the admittedly jurisdic- 
tional facilities, while at the same time refusing to make 
a determination of the public need for the allegedly non- 
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Jurisdictional extraction plant which is proposed to serve 
the Northern Natural market area. The only possible use 
for the admittedly jurisdictional facilities is to supply the 
‘extraction plant and the proposed pipeline. If there is no 
‘need for the plant and the pipeline, then there is clearly 
‘no need for the admittedly jurisdictional facilities which 
‘are merely superfluous and a burden on the public inclad- 
‘ing Northern Natural’s customers. While the Commission 
‘has found (Mimeo. p. 8) that there is a market for a part 
‘of the natural gas liquid product (based solely on the 
Phillips’ sale contract), this is not equivalent to finding 
a public need for the service. The record is clear that 
Mid-America can supply Phillips’ requirements for trans- 
‘ portation of natural gas liquids into the area as well as 
‘the entire projected demand for pipeline transportation 
of natural gas liquids within the foreseeable future. Ac- 
cordingly, the Commission has erred in finding a public need 
' for the admittedly jurisdictional facilities in face of its 


' refusal to pass upon the need for the natural gas liquids 
extraction and transportation service. 
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6. The Commission erred (Mimeo. pp. 7-S) in concluding 
that it need not look at the injury to the public from the 
loss of cheap expansibility of Northern Natural’s system. 
See Mid-America Exceptions, pp. 21-24, The Commission 
' erred in not giving adequate consideration to the effect on 
the public interest of the proposed end use of the natural 
gas on Northern Natural’s system. 


7. The Commission exceeded its authority in permitting, 
for purposes not consonant with the purposes of the Natural 
Gas Act, the pre-emption of the use of a significant per- 
centage of Northern Natural’s transmission capacity for 
the transmission in the gas stream of propane and other 
natural gas liquids for extraction and sale as commodities. 
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The gas-consuming public dependent on this transmission 
system, which has paid and is paying for such transmission 
facilities, is entitled to have such facilities utilized exclu- 
sively for the transmission of natural gas for sale to gas 
consumers absent a compelling demonstration that the 
needs of the gas-consuming public require pre-emption of 
transmission facilities for other uses. 


The facts of record show that the pre-emption proposed 
in this proceeding would be to the detriment of the gas- 
consuming public. The presence of certain quantities of 
propane and other heavier elements in the gas steam is 
necessary in order that the gas stream meet pipeline stand- 
ards of quality. The presence of quantities of heavier ele- 
ments sufficient to enrich the gas stream in heating content 
above minimum quality standards maximizes the useful- 
ness of the costly interstate pipeline and local distributor 
gas facilities thorugh which the gas is transmitted. Strip- 
ping the 
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gas tream of the richer, heavier components, thereby im- 
poverishing it as an energy source, reduces the energy 
carrying capacity of the interstate and local distributor 
gas pipeline facilities. The loss of present energy carrying 
eapacity of existing facilities involved in Northern Nat- 
ural’s extraction of propane and other natural gas liquids 
is a waste of millions of dollars of investment in the system. 


8. The Commission exceeded its authority in permitting 
the diversion of price-regulated, dedicated gas reserves for 
consumption in the extraction of natural gas liquids by 
Northern Natural solely for its private benefit and where 
such reserves must be replaced at higher cost. The gas- 
consuming public dependent upon Northern Natural’s gas 
supply is entitled to continued dedication of this low cost 
supply to its use in the absence of proof, wholly lacking 
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on this record, that the diversion of low cost reserves sought 
by Nothern Natural will result in an overriding benefit to 
the gas consumers. 


9. The Commission erred in determining (Mimeo. pp. 
10-11) that a reduction of $1,000,000 in Northern Natural’s 
rates would reimburse its natural gas customers for the 
loss of cheap expansibility in Northern Natural’s system, 
since the record provides no support for this determina- 
tion. 


10. The Commission erred in finding (Mimo. p. 6) that 
the proposed project as conditioned would ‘‘result in sub- 
stantial benefits to Northern’s customers’’, and its seem- 
ingly inconsistent finding 
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(Mimeo. p. 12) that ‘‘Northern’s customers will occupy at 
least as good a position after Products Company com- 


mences operations as before’’. There is no record support 
for either finding. In fact, the proposed project is in- 
herently detrimental to the interests of Northern Natural’s 
gas customers. See Mid-America Exceptions, pp. 17-21, 
66-70. 


11. The Commission erred (Mimeo. p. 8) in concluding 
that it need not consider as affecting the public interest 
the certain injury to Mid-America—one of the few non- 
affiliated, common carrier pipelines—as a result of loss of 
business to the proposed proprietary transportation-extrac- 
tion facility and service to be operated by the Northern 
Natural system. It also erred in concluding (Mimeo. p. 11) 
that the proposed project would not be subsidized by 
Northern Natural’s natural gas customers. 


12. The Commission has erred in finding (Mimeo. p. 8) 
that the proposed transportation of natural gas liquids in 
vapor form to the Bushton extraction plant and the con- 
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templated operation of the extraction plant is econonically 
feasible. See Mid-America Exceptions, pp. 77-80. 


13. The Commission erred (Mimeo. pp. 8-9) in basing a 
calculation of the costs attributable to the extraction pro- 
ject on 1960 cost and revenue estimates. As Mid-America 
has pointed out in exhaustive detail in its Exceptions (pp. 
41-70, Apps. B and C), these costs do not permit establish- 
ment or even an estimation of the costs properly attribut- 
able to the project which may well be substantially higher 
than the 65.79 cents per Mecf found 
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by the Commission. The Commission’s regulations re- 
quire a certificate applicant to submit first year projected 
costs and revenues in support of an application of this 
type (FPC Gas Regulations 157.14(a)16). The Commis- 
sion’s waiver of its regulations in this case prejudices Mid- 


America, since it prevents both Mid-America and the Com- 
mission from establishing the actual costs properly attribut- 
able to the extraction facility. Accordingly, the failure of 
the Commission to apply and follow its own regulations 
constitutes a violation of due process. 


Since the cost data relied upon by the Commission does 
not support the computation of even a good approximation 
of the costs properly attributable to the project, the 65.79 
cents per Mcf figure is unsupported and arbitrary. 


14. The Commission erred (Mimeo. p. 10) in finding Mid- 
America’s cost allocation of 66.6 cents per Mef to be ex- 
cessively high. Mid-America’s figure is the minimum re- 
sult that can be properly reached on the present wholly 
inadequate record and the most fair and accurate cost 
allocation which could be made with an adequate record 
would very likely be substantially higher (Exceptions, 
p. 61). 
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15. The Commission erred (Mimeo. p. 9) in suggesting 
that Mid-America was required to raise the sufficiency of 
Northern Natural’s evidence by motion during the hear- 
ing, rather than in its brief, and hence is estopped from 
raising it here. No such requirement is contained in the 
Commission’s rules or in general 
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‘ law. Northern Natural has the burden of proof to support 
all aspects of its application. There was no burden on 
Mid-America to supply for the record evidence which was 
' not available to it, Mid-America attacked vigorously and 
explicitly the sufficiency of the cost evidence submitted by 
Northern Natural in its brief, which is the proper place 
and time for raising this issue. 


16. The Commission erred (Mimeo. pp. 9-10) in accept- 
ing the settlement agreement. There is no basis in the 
record for finding the settlement rates in the public interest, 
much less consistently meeting the requirements of the 
public convenience and necessity. It is understandable, 
therefore, that the Commission’s order is devoid of such 
a finding. Since the settlement rates are not supported 
by adequate cost projections, there can be no assurance 
that they prevent subsidization of the extraction operation 
by Northern Natural’s gas customers, and hence unlawful 
competitive injury to Mid-America. Accordingly, the Com- 
mission has erred (1) in accepting the settlement rates 
without such supporting cost evidence, and (2) in granting 
a certificate of public convenience and necessity based on 
such rates without a finding that those rates are consistent 
with the public interest or public convenience and neces- 
sity. 

17. The Commission erred (Mimeo. p. 10) in utilizing 
projected Btu values of 1,015 and 1,010 Btu’s per cubic foot 
in determining the settlement rates. The evidence in this 
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record supports only projected values of 1,018 and 1,023 
Btu’s. See Mid-America Exceptions, pp. 51-56. 
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18. The Commission erred in granting a certificate of 
public convenience and necessity, despite its findings of 
serious violations by the applicant Northern Natural of 
Section 7 of the Natural Gas Act. 


Conclusion 


For these reasons, it is respectfully urged that the 
Commission’s order constitutes an abuse of discretion and 
is erroneous at law, and should be vacated. The Commis- 
sion would be fally justified on this record in denying a 
certificate. Should it conclude for any reason that North- 
ern Natural is entitled to a further opportunity to support 
its application, the case should be re-opened for further 
hearings. 


Respectfully submitted, 


Mm-Amenica Prretrxe Company 


By J. Davm Many, Jr. 
Wauuus W. Ross 
Morgan, Lewis & Bockius 
1120 Connecticut Avenue, N. W. 
Washington 6, D. C. 


Peter W. ASHER 
Dorr, Hand, Whittaker & 
Watson 
61 Broadway 
New York 6, New York 


Counsel for 
Mpm-Amezica Prreurxe Company 
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Order Denying Application for Rehearing 


(Issued March 12, 1963) 


On January 14, 1963, Mid-America Pipeline Company, an 
intervenor in the above-entitled case, applied for rehear- 
ing of the Commission’s opinion and order issued on De- 
cember 28, 1962. The majority of points raised in Mid- 
America’s rehearing application are merely restatements 
of arguments raised in its exceptions which have been 
covered in our opinion and order and which do not war- 
rant further discussion here. We direct our attention to 
the remaining arguments. 


Mid-America urges that our order is invalid insofar as 
it is based on the conclusion that the extraction plant facil- 
ity at Bushton is non-jurisdictional. Our treatment of this 
facility as non-jurisdictional is based on a prior order in 


this docket to that effect where full consideration was given 
to the question. N’ orthern Natural Gas Company, Docket 
No. CP61-132, 25 FPC 1205, rehearing denied, 25 FPC 419 
(1961). Mid-America has presented no arguments which 
would alter our earlier conclusion. 


Mid-America objects to our alleged failure to find a 
public need for the non-jurisdictional extraction plant and 
proposed pipeline, contending that this precluded a finding 
of a public need for the jurisdictional facilities which we 
certificated. We concluded and here reaffirm that the pro- 
posed facilities are required by the public convenience and 
necessity within the meaning of Section 7 of the Natural 
Gas Act because they provide, without cost to Northern’s 
jurisdictional customers and without impairing Northern’s 
continuing ability to serve such customers, and additional 
use for this wasting natural resource. We reach this con- 
clusion in conjunction with our findings that Northern’s 20- 


519 


(3779) 


year contract with Products Company adequately demon- 
strates that the expenditures it will make for the facilities 
will not be financially imprudent, and that the condition in 
the certificate requiring a price reduction to Northern’s 
jurisdictional customers constitutes a reasonable provi- 
sion to ensure that in every respect they will occupy at 
least as good a position after the Products Company 
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commences operations as before. We reiterate our view 
that the standard of Section 7 does not require us to deter- 
mine whether there is a need for the products of the custo- 
mer to be served by proposed facilities any more than we 
would be required to determine whether there is a ‘“public 
need’’ for the products of a steel or cement plant to whom 
Northern might wish to construct facilities to serve. More- 
over, as an alternative ground, we explicitly reviewed the 
relevant materials and concluded that, assuming arguendo 
the relevancy of those issues, the record supports the ex- 
aminer’s conclusion that there is a market for the Products 
Company LPG’s and that its operation is economically 
feasible. 


Mid-America objects to our considering the relationship 
of the proposed facilities to Northern’s helium extraction 
operation, arguing that the matter was not developed in 
the record. It is true that the exact nature of Northern’s 
helium production and the amount of LPG’s extracted inci- 
dental thereto are not shown by the record. However, it 
is clear from the record and argument before the Commis- 
sion that the purpose and effect of Northern’s proposal is 
to increase the amount of natural gas at the Bushton loca- 
tion and to strip the liquids therefrom. It was acknowl- 
edged by Mid-America that the stripping process is a pre- 
requisite to the removal of helium from the gas stream. 
Therefore, one result of Northern’s proposal will be that 
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increased amounts of natural gas in the condition neces- 
sary for helium removal will be available at Northern’s 
helium extraction plant if needed for defense or scientific 
purposes. As our opinion makes clear, however, we found 
that the Northern application completely satisfied the 
minimal conventional elements necessary for a certificate, 
apart from the helium factor which was merely an addi- 
tional consideration. 


Mid-America also raises objections relating to alleged 
pre-emption of Northern’s transmission capacity. We 
found that the price reduction to Northern’s jurisdictional 
customers not only included costs representing Products 
Company’s use of Northern’s jurisdictional facilities but 
also reimbursed Northern’s jurisdictional customers, 
through rate reductions, in the amount of one million dol- 
lars per year for the alleged loss of cheap expandibility. 
We find that this disposition of the question of compensa- 
tion for pipeline capacity satisfies the requirements of 
public convenience and necessity. In this regard we note 
that because the amount and cost of future expansion of 
Northern’s pipeline capacity is totally unknown at this 
time, we do not attempt to allocate conclusively a cost there- 
of to the extraction operation. Rather, we find that this 
substantial reduction in rates is a satisfactory interim com- 
pensation for any loss of cheap expandibility until such 
loss can be more accurately measured. 


Another objection by Mid-America relates to the effect of 
this proposal on Northern’s reserves. Mid-America does 
not repeat its objection that the proposed project will ren- 
der Northern’s reserves inadequate. Rather, it argues that 
operation of the extraction plant 
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will consume a portion of Northern’s low cost reserves 
which will have to be replaced with higher cost reserves, 
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resulting in increased costs to Northern’s jurisdictional 
customers. This is a certificate case, not a rate case, and 
there is no attempt here to charge jurisdictional customers 
with the cost of higher priced gas. The Commission will of 
course determine the extent to which Northern’s cost of 
gas should be allocated to extraction plant operations in 
any future rate proceeding involving Northern. 


Mid-America protests also our suggestion that objec- 
tions to the sufficiency of an applicant’s evidence are more 
properly made at the hearing itself where they can be im- 
mediately corrected than on appeal to the Commission. 
This statement correctly reflects our views and was in- 
tended for the benefit of parties in future proceedings. 
It did not, however detract from our specific finding that 
the record before us in this case was entirely adequate 
for the purposes of our opinion, where cost allocations were 
used only to determine the appropriateness of the Settle- 
ment Agreement. 


Mid-America’s final objection relates to our conditioning 
Northern’s certificate to require the rate reductions agreed 
to by Northern and its utility customers in the Settlement 
Agreement. At the outset we emphasize the posture of 
the case before us. We are not at this time determining 
the just and reasonable rates to Northern’s customers nor 
the proper allocation of costs to the Products Company 
operation. Rather, we have before us an application for 
a certificate under Section 7 in which it is our duty to de- 
termine whether the over-all terms of the certificate are 
required by the public convenience and necessity. Insofar 
as this test concerns rates, it is necessarily more circum- 
scribed than a determination of just and reasonable rates 
under Section 4 or 5. In concluding that the provisions 
for rate adjustments in the Settlement Agreement are re- 
quired by the public convenience and necessity, we noted 
that they were based on the cost allocation method ap- 
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proved by the examiner which we found to be reasonable, 
upon an average Btu content which we found to be fully 
supported by the record, and upon a further reduction of 
5.5 cents per Mef in the demand charge to compensate in 
an amount of approximately one million dollars annually 
the customers of Northern for alleged pre-emption of cheap 
i expandability, which we also found to be reasonable. We 
: determined that this reduction translated into a unit cost 
‘ allocable to Products Company of 65.79 cents. We further 
found the comparable cost proposed by Mid-America of 
$1.007 was based on an improper method of Btu alloca- 
tion and that its alternate proposal of 66.6 cents was 
‘ based on an erroneous assumption as to deliveries on peak 
‘ days to Northern’s customers. On the basis of all of these 
‘ findings, we concluded and here reaffirm that the settle- 
‘ ment figure constitutes a reasonable provision, supported 
by the record, to ensure that Northern’s utility customers 
would occupy at least as good 
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a position after Products Company commences operations 
‘as before, and therefore this element of the application 
| satisfied the requirements of the public convenience and 
necessity. 


The Commission orders: 
The application for rehearing is denied. 
By the Commission. 


Joserx H. Gurrwmer, 
Secretary. 
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QUESTIONS PRESENTED 


A natural gas pipeline company constructed on its main 
transmission line a major hydrocarbon extraction plant 
‘designed to remove a portion of the gas stream in the 
'form of natural gas liquids. The plant’s operation makes 
joint use of the line’s total natural gas facilities, as well 
‘as reducing both the heating value of the natural gas and 
‘the pipeline’s transmission efficiency. The pipeline com- 
pany, in violation of the Natural Gas Act, also constructed 
‘without prior approval from Respondent Federal Power 
| Commission elaborate mainline facilities necessary to serve 
the plant. 


The principal questions presented are: 


(1) Whether Respondent properly disclaimed jarisdic- 
tion over the plant on the ground that it was not 
‘essential’? to the pipeline operation; 


(2) Whether Respondent was required to determine the 
public need for the service offered by the mainline 
facilities before ruling as to whether the facilities 
were ‘‘required by the present or future public con- 
venience and necessity’? under Section 7 of the Gas 
Act; 


(3) Whether Respondent was required to ascertain and 
evaluate in this proceeding the impact on the gas 
customers of the loss of cheap expandability result- 
ing from the plant’s pre-emption of low cost re- 
serves and transmission capacity; 


Whether Respondent denied petitioner and other 
parties procedural due process in waiving its own 
regulation requiring the pipeline company to show 
the cost impact of the extraction facilities on its 
system. 
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IN THE 


United States Court of Appeals 


For THe District or Cotumsia Crecvurr 
No. 17,717 


Mm-America Preevine Company, Petitioner, 
Vv. 
Fepera, Power Commission, Respondent. 


Norrnern Narvrat Gas Company, Intervenor. 


On Petition to Review Order of the 
Federal Power Commission 


BRIEF FOR PETITIONER 


JURISDICTIONAL STATEMENT 


This is a proceeding to review an order of the Federal 
Power Commission under Section 7 of the Natural Gas Act 
(52 Stat. $22; 15 U.S.C. 717f) granting a certificate of pub- 
lic convenience and necessity to a natural gas company. 
This Court has jurisdiction to review the order under the 
provisions of Section 19(b) of the Natural Gas Act, 52 Stat. 
831 (1938), U.S.C.A. Title 15 § 717r(b) (1958). 


The order under review was issued by Respondent on 
December 28, 1962 (R. 3698). Petitioner on January 14, 


D) 

1963, applied for rehearing (R. 3720) and an order deny- 
ing rehearing was issued on March 12, 1963 (R. 3779). A 
petition for review of Respondent’s order of December 28, 
1962, was filed on March 19, 1963. 


STATEMENT 


This is an appeal from an order of the Federal Power 
} Commission authorizing construction and operation by 
Northern Natural Gas Company, a major interstate pipe- 
line company and a natural gas company within the mean- 
ing of the Natural Gas Act of 1938, of certain facilities for 
the transmission of natural gas in interstate commerce and 
disclaiming jurisdiction over a plant constructed on North- 
ern’s pipeline for the extraction of natural gas liquids. 


1. The application 


Northern Natural in November 1960 applied to the Fed- 
eral Power Commission under Section 7 of the Natural 
Gas Act (infra, p. 59) for authority to construct addi- 
tional facilities on its main transmission line running from 
the Southwest section into the Northcentral section of the 
United States for the purpose of transporting additional 
volumes of natural gas from the producing fields for deliv- 
ery to a natural gas liquids extraction facility? which 
Northern Natural through a subsidiary (Northern Gas 
Products Company) was then engaged in constructing 
adjacent to its Bushton, Kansas, compressor station on its 
main-line (R. 141). The application, as subsequently sup- 
plemented, stated that Northern Natural intended to pass 
approximately 900,000 Mcf? a day of main-line gas through 
the extraction facility (or approximately 507% of its main- 
line transmission capacity) extract approximately 290 mil- 


1 This facility utilizes a temperature reduction—absorption process to remove 
heavier hydrocarbons, such as propane and butane, which are naturally present 
in the gas stream. These hydrocarbons have a higher beating value than tho 
residue of the stream which consists largely of methane. Soe infra, pp. 16, 
32-34. 


2One thousand cubic feet. 
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lion gallons of natural gas liquids per year, and return the 
natural gas stream with a lower heating value back to its 
main line. Northern Natural sought authorization to in- 
crease compressor power and to modify facilities so as to 
permit increased operating pressures on one of its princi- 
pal lines, permitting an increased capacity of 100,000 Mef 
per day; as well as to construct necessary connecting lines 
in order to serve the extraction facility. It did not apply 
for authorization to construct the extraction facility, de- 
spite the fact that it would be used as a conduit for natural 
gas in interstate commerce, and would directly impair the 
heating content of the main-line gas stream (R. 78-79, 2178- 
2179). 


During the pendency of this application, Northern Natu- 
ral in direct violation of the Natural Gas Act began con- 
struction of virtually all of the facilities for which it sought 
certification, as well as certain others which Respondent, 
in holding that Northern Natural had consciously violated 
the Act, subsequently found to be jurisdictional (R. 3715). 


Northern Natural’s principal gas utility customers inter- 
vened protesting the proposed extraction operation on the 
ground that it would reduce the heating content of North- 
ern Natural’s gas, would increase Northern’s transporta- 
tion costs, and might be contrary in other respects to the 
public interest (e.g. R. 2847-2853). 


2. Mid-America’s interest 


Mid-America Pipeline Company (Mid-America), peti- 
tioner here, owns and operates a natural gas liquids pipe- 
line system extending from southeastern New Mexico and 
West Texas to Minnesota, south of Minneapolis, and to 
Janesville, Wisconsin, with terminals for delivery of liquids 
located at points in the States of Kansas, Nebraska, Mis- 
souri, Iowa, Minnesota, and Wisconsin. This system, 
which was constructed in 1960 and placed in operation dur- 
ing the latter part of that year at a cost of $65 million, is 
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designed specifically for the transportation of natural gas 
liquids and reflects the latest development in liquid pipe- 
line technology. Mid-America is a publicly owned com- 
mon carrier subject to regulation by the Interstate Com- 
merce Commission. It is not affiliated directly or indi- 
rectly with any producer or marketer of petroleum prod- 
ucts, including natural gas, and provides pipeline trans- 
portation service to any shipper regardless of size or affili- 
ation, at economical rates. Mid-America’s ability to sur- 
vive as an independent business enterprise depends upon 
its ability to transport and deliver large volumes of natural 
gas liquids for others from its sources of supply to its 
marketing territory in competition with other carriers and 
sources of natural gas liquids (R. 1330-1331). 


The principal commodity transported by Mid-America 
for its shippers is propane, which is delivered by Mid- 
America at its eight terminals to tank tracks and tank cars 
for farther transportation to ultimate destinations. Mid- 


‘America is connected to more than forty gasoline plants 
and refineries producing natural gas liquids.* 


Northern Gas Products, the subsidiary of Northern Nat- 
ural which would operate the extraction plant, also pro- 
posed to construct and operate a natural gas liquids pipe- 
line running from Bushton, Kansas, to Des Moines, 
Iowa, where it would connect to the lines of Great 
Lakes Pipeline Company, an existing pipeline which does 
not at present transport natural gas liquids. Northern’s 
subsidiary proposed to establish terminals for the sale of 
liquids along the pipelines, a number of which would be in 
close proximity to Mid-America’s terminals and all of 
which would be within Mid-America’s marketing area (R. 
1338, 2383). 


3 These plants have a daily production of almost 3,000,000 gallons of 
propane and an equally great production of other natural gas liquids. Sub- 
stantial additional quantities of propane and other natural gas Uquids are 
produced st plants adjacent to Mid-America’s gathering systec: and plants 
located on pipelines connecting with Mid-Ameriea (RE. 1332, 2385-2386). 
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. Northern and its subsidiary, Northern Gas Products, 
"proposed to ship about 4 million barrels of propane per 
_ year through the pipeline to the Northern Gas Products’ 
terminals, representing approximately 40% of Mid-Amer- 
ica’s projected deliveries to its terminals during the year 
beginning September 1, 1961 (R. 1421). It was apparent, 
_ therefore, that the Northern Natural liquids transportation 
- and extraction operation would parallel Mid-America’s 
pipeline from the producing areas to the point of sales, 
and would compete directly with Mid-America’s service 
both in supply areas and in market areas. 

Mid-America sought to intervene in the proceeding, op- 
posing Northern Natural’s project on the grounds that 
Mid-America could supply the entire pipeline transporta- 
tion needs of the area for the indefinite future, and that 
Northern Natural, on the face of its application, would be 
able to subsidize its natural gas liquids business through 
loading its costs on its jurisdictional natural gas customers, 


and thus engage in unlawful subsidized competition with 
Mid-America (R. 2966, 2969). Respondent granted the gas 
utility and Mid-America’s intervention petitions, and set the 
proceeding for hearing before one of its Examiners (R. 
3104). 


9. Mid-America’s motion for an order to show cause 


Pending the hearing, Mid-America filed a motion with 
Respondent for an order directing Northern Natural to 
show cause why it should not be required to seek a cer- 
tificate of public convenience and necessity authorizing the 
construction and operation of the extraction plant as a 
jurisdictional facility (R. 3074). Respondent denied this 
application in June 1961 (R. 3107) and subsequently denied 
Mid-America’s timely motion for rehearing (R. 3140) on 
the sole ground that the plant was not ‘“cessential’’ to the 
pipeline operation. Mid-America sought review in this 
Court because it was fearful that it would otherwise be 
foreclosed from raising the jurisdictional question on a 
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subsequent appeal from a final order on the merits of the 
issue. This Court in an order issued January 26, 1962, 
dismissed Mid-America’s petition (Mid-America Pipcline 
Co. v. FP.C., No. 16694), stating ‘‘it appearing that the 
issues petitioner attempts to raise in this petition for 
review may be raised in any review of the final order of 
the Commission in these proceedings”’. 


4& The hearings 


During the course of the hearings, Northern Natural’s 
utility customers presented evidence which vigorously at- 
tacked the desirability of the project, and sought to estab- 
lish that it would burden the natural gas consumers by 
requiring them to assume a substantial portion of the cost 
which would be incurred by the extraction operation (R. 
1050-1075, 2315-2340). Certain of the customers opposed the 
project outright in any form on the ground that it would 
preempt Northern’s existing low-cost gas reserves and its 
existing excess transmission capacity, including the cheap 
expansibility of its system, to the detriment of the gas con- 
sumers which had partly paid for this capacity (See Brief, 
Iowa Power & Light Company, dated Nov. 27, 1961, p. 5 & 
ff). The project was also opposed because it would reduce 
the heating value of Northern’s gas, and thus reduce the 
eficiency of the distribution systems of the utility custom- 
ers (Id. p. 14). 


Mid-America also presented evidence seeking to establish 
that the proposed extraction operation and facilities were 
not in the public interest because (1) Northern Natural had 
shown by its deliberate violation of the Natural Gas Act 
that it was ‘‘not able and willing to conform to the pro- 
visions of the Act’? within the meaning of Section 7(e), 
infra, p. 60; (2) there was no public need for the facilities 
since Mid-America could supply the entire pipeline trans- 
portation requirements of the area; (3) the project would 
offer subsidized competition to Mid-America; and (4) if 
costs were properly allocated to the extraction operation, 
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it would become economically infeasible (R. 1333-1347, 2382- 
2399). 


At the conclusion of the hearing the parties submitted 
briefs to the Examiner who issued a decision in June 1962 
in which he authorized construction and operation of the 
facilities, and attributed a cost to the facilities on a per 
Mcf basis substantially less than that which Northern con- 
ceded was applicable (R. 3430-3432).* 


Faced with the Examiner’s cost determination, which 
would have required the utility customers to pick up ap- 
proximately one-half of the costs which Respondent later 
found properly attributable to the extraction operation (R. 
3712-3713), the utilities entered into an agreement with 
Northern purporting to settle the rate aspects of the case5 
This compromise, later accepted by Respondent in its or- 
der, provided for a reduction in Northern’s rates designed 
to compensate the utilities for the increased volumes of gas 
they were required to purchase as a result of the reduction 
in the heating content of the gas caused by the extraction 
facility.** The settlement agreement also contained a fur- 
ther reduction in Northern’s rates in the amount of $1 
million a year, the purpose of which is not described in the 
settlement agreement but which was apparently intended to 
represent an interim shifting of operating costs from the 
utility customers to the extraction operation (R. 1625-1626, 
1629). Significantly, this $1 million figure is not supported 


4 The Examiner’s determination of costs was later rejected by Respondent, 
as was practically every other important feature of his opinion. Respondent's 
opinion (R, 3718) may be misleading in this respect, insofar as it appears to 
‘‘adopt’’ the Examiner’s decision. 


5 This was a modification of an agreement made by some, but not all of 
tho utilities, prior to the Examiner’s Decision (R. 3306). 


5a As wo shall point out in Part III below, this rate reduction represented 
a compromise between the views of the customers and those of Northern 
Natural as to an appropriate rate reduction to make the customers whole, 
in the face of the fact that they were required to purchase additional volumes 
of gas to acquire the same heat content for sale to their own customera on a 
thormal basis, 
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by any settlement cost of service or other allocation, and 
in fact is not even described with particularity in the settle- 
ment agreement (R. 3475). See farther, infra, pp. 49-57. 


All of the parties, including Northern Natural, filed ex- 
ceptions to the Examiner’s decision, and Respondent, after 
hearing argument, issued an opinion and order in Decem- 
ber, 1962, (the order here under review) which authorized 
construction and operation both of those facilities for 
which Northern had sought certification as well as certain 
other facilities for which it had not. This certificate was 
granted despite an express finding that Northern Natural 
had violated Section 7 of the Natural Gas Act in construct- 
ing the facilities without Respondent’s approval (R. 3714 
3715). 


Mid-America timely applied for rehearing of Respond- 
ent’s order (R. 3720), and Respondent in March, 1963, de- 
nied rehearing in an order reaffirming its earlier order in 
all respects (R. 3779). This petition followed. 


STATUTES INVOLVED 


The revelant portions of the statutes and regulations 
involved are set forth in Appendix A, infra, pp. 59-62. 


STATEMENT OF POINTS 


1. Respondent erred in holding that the extraction 
facility was not a ‘‘facility’’ for the “transportation of 
natural gas subject to the jurisdiction of the Commission’’ 
within the meaning of Sections 1 and 7 of the Natural Gas 
Act. 


2. Respondent erred in holding that only those extraction 
facilities which are ‘“‘essential”’ to the operation of inter- 
state natural gas transportation facilities constitute juris- 
dictional facilities for which certificate authorization must 
be obtained pursuant to Section 7 of the Natural Gas Act. 


3. To the extent its discretion was involved, Respondent 
abused its discretion in not granting Petitioner’s motion 
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and in ordering Northern or its affiliates to show cause 
why its extraction plant facility is not a jurisdictional 
facility under the Natural Gas Act and why they should 
not be required to file applications for certificates of public 
convenience and necessity authorizing construction and 
operation of such facilities. 


4. Respondent erred in authorizing the construction and 
operation of those jurisdictional facilities for which 
Northern sought certification, for the following reasons, 
inter alia: 

(a) Respondent’s findings that such facilities are re- 
quired by the public convenience and necessity are 
not supported by the record; 

(b) Respondent improperly refused to pass on the public 
need for the proposed natural gas liquids extraction 
and transportation service; 


(c) Respondent improperly refused to consider the 
injury to the public from the pre-emption of 
Northern’s existing gas reserves and transmission 
capacity, the proposed end use of the natural gas, 
and the injury to Mid-America, a non-affiliated 
common carrier pipeline. 


5. Respondent erred in accepting the proposed settle- 
ment rates, in the absence of supportable findings that 
the proposed rate levels reflected a proper assignment of 
costs to the natural gas liquids extraction and transporta- 
tion service. 


6. Respondent erred in not enforcing its own regulations 
requiring the submission by the applicant of projected 
costs and revenues in support of its project, thereby deny- 
ing Mid-America due process. 


7. Respondent erred in granting Northern a certificate 
of public convenience and necessity, despite its findings of 
serious violations by Northern of Section 7 of the Natural 
Gas Act. 
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SUMMARY OF ARGUMENT 
I 


This Court held in its City of Detroit and Panhandle 
decisions that an extraction plant, which is incident to over- 
all pipeline transmission and resale operations, is a juris- 
dictional facility within the meaning of Section 1(b) of the 
Natural Gas Act. Respondent refused to assume jurisdic- 
tion over the Bushton plant because it found it was not 
‘essential’? to the pipeline operation, a test rejected as 
erroneous by this Court in City of Detroit. The Bushton 
plant in every significant aspect is as much a part of 
Northern’s mainline gas transmission system as the Liberal 
plant involved in City of Detroit and Panhandle was of 
Panhandle’s. Thus, Respondent was required to deter- 
mine whether the construction and operation of the plant 
was ‘‘required by the present or future public convenience 
and necessity’’ within the meaning of Section 7 of the Act— 
although under Panhandle it would have considerable flexi- 


bility in treating costs and revenues in future rate cases. 


Since the expressed policy of the Gas Act and its efficient 
administration both require prior Commission approval 
of mainline extraction facilities, Respondent erred in dis- 
claiming jurisdiction. Its order must be reversed with 
instructions to vacate the certificate. 


I 


Respondent, in approving those mainline facilities over 
which it was willing to assert jurisdiction, failed to con- 
sider and decide the primary issue as to whether the 
extraction operation was required by the public con- 
venience and necessity, including the question whether 
there was any need for Northern’s natural gas liquids 
service in the light of Mid-America’s facilities. Faced with 
a fait accompli by Northern’s premature construction of 
the plant and mainline facilities, Respondent merely 
assumed the basic issue as to whether the facilities should 
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be constructed at all, and cast about unsuccessfully for 
a way to protect the public from the adverse impact of the 
extraction operation which would pre-empt Northern’s 
low-cost reserves and transmission capacity without off- 
setting benefit or adequate compensation to the natural 
gas customers. Respondent specifically rejected the 
materiality of Mid-America’s competitive injury. 


By failing to determine (1) whether there was a need 
for certificated facilities, (2) the extent of consumer injury 
due to pre-emption of Northern’s low-cost reserves and 
transmission capacity, and (3) the costs properly assignable 
to the extraction plant, Respondent foreclosed future con- 
sumer protection against unreasonable rates, and virtually 
ensured that Northern’s jurisdictional rates would sub- 
sidize its competition with Mid-America. 


Til 


Respondent’s regulations required Northern to submit 
current cost and revenue estimates showing the impact of 
the extraction facility on its over-all system. Northern, 
however, ignored this requirement and submitted out of 
date figures which could not be used to appraise the settle- 
ment rates sanctioned by Respondent. Respondent’s 
failure to enforce its outstanding regulation prejudiced 
Petitioner and denied it due process, by making it im- 
possible for Petitioner to establish the existence and extent 
of its injury from unlawful subsidized competition inherent 
in the settlement rates. No future Commission action can 
remedy the almost certain injury to Mid-America from 
present, unlawfully subsidized competition. 
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ARGUMENT 


L 


ENT ERRED IN REFUSING TO ASSUME 
JURISDICTION OVER THE EXTRACTION FACILITY 


We have noted that Northern’s application in this pro- 
ceeding requested certification under Section 7(c) of the 
Natural Gas Act of certain of the facilities required by its 
proposed service. However, neither Northern nor North- 
ern Products applied for certification of the construction 
and operation of the extraction plant itself. 


Petitioner, before the commencement of hearings in this 
proceeding, moved that Northern and Northern Products 
be required to show cause why they should not be required 
to file applications for certificates of public convenience 
and necessity authorizing the construction and operation 
of the extraction plant (as well as pipeline connections not 
covered by the pending application). 


By an order issued June 23, 1961, Respondent held that 
the construction and operation of the proposed extraction 
plant were not <‘eggential’’ to the transportation of natural 
gas in interstate commerce or to the sale in interstate com- 
merce of natural gas for resale and were therefore not sub- 
ject to Respondent’s jurisdiction (R. 3107). 


Mid-America submits that Respondent erred in denying 
its jurisdiction over the extraction plant under Section 7(¢) 
of the Natural Gas Act (ifra, p. 59). 


That Extraction Facilities Which Are 
Pipeline Transmission and Resale 


Natural gas delivered to interstate pipelines is fre- 
quently processed by them for the removal of part of 
the heavier hydrocarbons to render the stream more readily 
transmissible, and to permit sale of the liquids. Pipelines 
operate a number of extraction plants for such purposes 
which process natural gas which has been sold to the trans- 
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mission systems under jurisdictional sales contracts. These 
plants are jurisdictional facilities in the gas transmission 
systems, and the net revenues derived from the extraction 
and sale of the liquids at these plants are credited against 
jurisdictional revenues of the transmission companies. 
Hope Natural Gas Co. v. F.P.C., 134 F. 2d 287, 307-308 
(C.A. 4th 1943), rev’d on other grounds, 320 U.S. 591 
(1944) ; Cities Service Gas Co. v. F.P.C., 155 F. 2d 694, 703 
(C.A. 10th 1946), cert. den’d 329 U.S. 773 (1946). Such 
operations are conducted at four plants on Northern’s sys- 
tem (R. 960-962, 2198-2199). 


In City of Detroit v. F.P.C., 97 App. D.C. 260, 230 F. 2d 
810, 819-821 (1955), cert. den’d 352 U.S. 829 (1956) ; ap- 
pealed after decision on remand, Panhandle Eastern Pipe 
Line Co. v. F.P.C., — App. D.C. —, 305 F.2d 763 (1962), 
this Court held that extraction operations of this type con- 
ducted by Panhandle at Liberal sas, aD Texas, 
were jurisdictional and the mtir? Net revenues derived 


from the sale of natural gas liquids produced at such plants 
should be credited against jurisdictional revenues. 


Panhandle had alleged and Respondent and the Court 
found that extraction of hydrocarbons at Sneed and 
Liberal was not essential to the operation of the trans- 
mission system, although it did to some degree improve 
the transmissibility of the gas by reducing its specific 
gravity. This Court nonetheless held in City of Detroit 
that the entire extraction operations at Sneed and Liberal 
were clearly within the jurisdiction of the Commission, 
summarizing its conclusion as follows: 


“These facts regarding the usefulness of the extrac- 
tion process to the transmission operations, the joint 
use of facilities, and the joint incurring of expenses, 
coupled with the obvious fact that the extraction 
process is incident to the overall pipeline transmission 
and resale operations, clearly bring the extraction 
operations within the jurisdiction of the Commission.”” 


(230 F. 2d at p. 820). 
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The Court further held that, given the fact that the 
Sneed and Liberal operations were jurisdictional, Re- 
spondent had failed to demonstrate an acceptable basis for 
concluding that the revenues from the extraction business 
should be treated as non-jurisdictional. 


In its subsequent Panhandle opinion, (supra), 305 F. 2d 
763, the Court, reviewing orders of the Commission 
issued in the proceeding on remand from City of Detroit, 
again remanded on the issue of the treatment of the ex- 
traction plant revenues. The Court held that Respondent 
was permitted to segregate plant facilities and allocate 
plant costs even where the plant, as such, was a jurisdic- 
tional facility. It remanded on the ground that Respondent 
may have misunderstood City of Detroit as holding that it 
might not under any circumstances allocate the profits of 
a jorisdictional extraction plant. 


The Court stated: 


‘‘Finally, Panhandle argues that the Commission 
should not have credited all of the revenues from the 
Liberal and Sneed hydrocarbon and gas extraction 
plants to the pipeline cost of service, and that only 
that proportion of the extraction business which im- 
proves the pipeline’s efficiency should be credited to 
the pipeline business. Put another way, Panhandle 
seems to claim (1) that extraction operations which 
improve pipeline efficiency must be treated as within 
the Commission’s jurisdiction, while those that do 
not should be treated as non-jurisdictional, and (2) 
that when jurisdictional and non-jurisdictional opera- 
tions use the same facilities, the operating cost of 
these facilities should be allocated between them. We 
have found no real authority for these propositions 
advanced by Panhandle.’’ (305 F.2d at 767-8) (Em- 
phasis added) 


It seems clear that this Court has held in the City of 
Detroit and Panhandle cases that a mainline extraction 
facility such as the Liberal plant is a jurisdictional facility: 
that is to say, a facility used for the ‘‘transportation of 


15 


natural gas in interstate commerce’’ within the meaning of 
Section 1(b) of the Natural Gas Act (imfra, p. 59). It is 
equally clear that the jurisdictional status of the extraction 
facility does not foreclose any appropriate treatment of the 
cost or revenues of that facility in a pipeline rate case, so 
that the Commission is free upon a showing of good cause 
to allocate costs as between jurisdictional and non-jurisdic- 
tional functions, to make a direct assignment of costs, as 
well as having the power to credit all or part of the reve- 
nues derived from the operation of facilities to the jurisdic- 
tional cost of service. It follows that the Commission has 
failed to follow the express holdings in the City of Detroit 
and Panhandle in treating the Bushton plant as wholly 
non-jurisdictional, unless that plant is in some way dis- 
tinguishable from Panhandle’s Sneed and Liberal facilities 
for purposes of this Court’s opinions.* 


B. The Bushton Plant Is a Jurisdictional Facility Within the 
Meaning of City of Detroit and Panhandle. 


1. The Bushton Plant Meets the Test of Jurisdiction Set Forth in 
City of Detroit 


Northern’s application and evidence demonstrate that 
the operation of the Bushton plant is as much incident to 
the overall pipeline transmission and resale operations of 
Northern as was, for example, Panhandle’s Liberal plant. 
As in City of Detroit, the plant is on a mainline trans- 
mission system, and gas is transmitted hundreds of miles 


6 Respondent may argue that City of Detroit and Panhandle are distin- 
guishable inasmuch as they were rate cases under Section 4(¢) of the Act 
while this is a cortificate case under Section 7; and that an extraction facility 
can be jurisdictional for purposes of Section 4(¢) under those holdings 
because ‘‘incident to the overall pipeline transmisaion and resale operations"’ 
of Northern, but not a jurisdictional facility within the meaning of Section 
7(o) and (¢) of the Act, (infra, p. 59). However, there is absolutely noth- 
ing in the Act distinguishing two classes of jurisdictional facilities for rate 
purposes and licensing purposes, and Respondent has never at any time during 
the Act’s twenty-five year history suggested such a distinction, Further, we shall 
show, infra, that Respondent is required to assume certificate jurisdiction 
over such facilities if it is to carry out its responsibilities under the rate 
provisions of tho Act, in accordance with this Court's decisions in City of 
Detroit and Panhandle. 


16 


before delivery to the Bushton plant. It will process a gas 
stream of approximately 900,000 Mcf per day which 
amounts to over fifty percent of the entire system capacity 
of the pipeline. The plant will serve as a physical conduit 
for the continuous transmission of this volume, and the 
residue after extraction will flow on for delivery to gas 
consumers north of Bushton. The extraction of liquids will 
reduce the volume of the gas stream running through the 
plant by some 36,600 Mcf per day and in so doing will re- 
duce the system rated capacity for deliveries north of 
Bushton by that volume. 


The plant will make joint use of practically every aspect 
of the facilities and operation of the system.’ An opera- 


7 The extraction will reduce the Btu content of the entire stream flowing 
to customers north of Bushton from 1,018 Btu’s on an annual average basis 
to 985 and from 1,023 Btu’s on a peak day basis to 990 (R. 2179-2180). 
This reduction will reduce by 1.8 percent the capacity of the system north 
of Buashton in terms of Btu’s deliverable to consumers (R. 2333) and will 
Tequire the purchase of 37,000 Mef per day of additional gas by consumers 
to obtain the same heating value contained in the volumes purchased by them 
Prior to the operation of the extraction plant. 

The plant will not only require installation of new transmission facilities 
bet will also utilize excess capacity and cheap expandibility which existed 
im the system prior to the operation of the plant. 

The fact that the residue gas returned at the Bushton station from the 
plant outlet has a Btu content less than minimum pipeline standards requires 
that it be constantly blended with the gas stream by-poesing the plant in 
order to make it merchantable. The requirement of blending necessitated a 
modification in the existing facilities in the Bushton compressor station and 
will require constant meticulous supervision of the commingling of the gas 
streams in the compressor station to ensure minimum standards of Btu 
valne for deliveries north of Bushton (R. 121-127, 2301). Furthermore, since 
the majority of the entire main gas stream passes through the extraction plant, 
the entire transmission system is made subject to the vicissitudes of the plant 
operation, Difficulties encountered in the operation of the plant will un- 
doubtedly be reflected on the system. 

The evidence shows that, in anticipation of the operation of the plant, 
Northern embarked on a program to increase the quantity of liquids in the 
gas purchased by the system and delivered at Bushton (R. 369-372, 389, 
294, 2280-2286). This was accomplished by modification of some existing 
field purchase contracts, and in the negotiation of new purchase contracts by 
Northern agreeing to pay a premium for the waiver of extraction rights by 
producers. This premium is of course to be added to the gas purchase costs 
of the system. 
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tion having the intimate and wide-ranging relationship to 
the operation of the transmission system demonstrated by 
the above facts is ‘‘incident to the overall pipeline trans- 
mission and resale operations’’ within the meaning of City 
of Detroit, and, therefore, jurisdictional. 


It is of course true that both the Commission and the 
Court found that the Liberal plant, while by no means nec- 
essary to Panhandle’s transmission operations, had some 
small effect in improving the volumetric efficiency of Pan- 
handle’s pipeline system by reducing the specific gravity 
of the mainstream and thus improving the efficiency of 
Panhandle’s compressors and by reducing cold weather 
condensation problems. See City of Detroit, supra, 230 
F.2d at 820. While Mid-America and the utility custom- 
ers have always contended that the over-all effect of the 
Bushton plant on the system is seriously detrimental—in 
that it reduced inter alia the capacity of the system to 
transport heat content*—it is also true that the Bushton 


plant, like the Liberal plant, to some small degree does 
increase the volumetric transmission efficiency of compres- 
sors by reducing the specific gravity of the stream (R. 
1063-1064, 2383). Accordingly, the operation of the Bush- 
ton plant is in all pertinent respects indistinguishable from 
that of the Liberal plant which this Court held jurisdic- 
tional. See App. C, infra, pp. 69-70. 


Despite the clear parallel between the Liberal and Bush- 
ton plants, Respondent expressly refused to follow the City 
of Detroit and Panhandle decisions, but rather applied to 
the Bushton plant the same test of ‘<essentiality”’ that it 
had applied to the Liberal plant and which had been rejected 
by this Court in City of Detroit. In passing upon Mid- 
America’s motion for an order to show cause, the Commis- 
sion found that the ‘construction and operation of the 
proposed hydrocarbon extraction plant at Bushton, Kansas, 


8 Le., the loss of efficiency duo to reduction in heat content more than offsets 
the inereaso in officioncy due to reduction in specific gravity (R. 1063-1064, 
2333). 
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is not essential to the transportation of natural gas in inter- 
state commerce or to the sale in interstate commerce of 
natural gas for resale, and is, therefore, not subject to the 
jurisdiction of this Commission.’ (R. 3107-3109). In its 
order denying rehearing the Commission pointed out (R. 
3140-3142) that it had held in a separate proceeding (Pan- 
handle Eastern Pipeline Co., 12 F.P.C. 686, 697) that an- 
other extraction plant of Panhandle was not jurisdictional 
because its “primary function’? was the extraction of 
hydrocarbons—which is merely another way of stating the 
test of ‘‘essentiality”’. 
This Court stated in City of Detroit (230 F.2d at 820; 
fn. omitted) in describing the Commission’s then position: 
“The Commission feels free to disregard its prior 
decisions because it concludes that the treatment there 
given this problem was ‘bottomed on findings that the 
processing was ‘‘necessary to make the natural gas 
marketable and transportable,” ’ or ‘was ‘“* * * an 
essential part of the business of transporting and mar- 


keting the natural gas. ’”’** The Commission says that 
the evidence before it would not support a similar 
finding with respect to Panhandle’s extraction opera- 
tions. Therefore the Commission concludes that Pan- 
handle’s extraction operations should be ‘treated as 
non-jurisdictional’ 


The Court, of course, went on to reject the ‘‘essentiality”’ 
or ‘necessity’? test, by holding that the Liberal plant was 
a jurisdictional facility despite the fact that it was not 
essential or necessary to the interstate gas transmission 
operation. 
2. Respondent's Apperent Change In Position 

The action of Respondent rejecting Mid-America’s mo- 
tion for an order to show cause on the jurisdictional issue 
was entered by a Federal Power Commission, no member 
of which is still in office? Developments since the Com- 


Olt is true that certain members of the existing Commission passed upon 
Mid-America’s application for rehearing of this original order, but the initial 
and 20 doubt the principal consideration of the point was by the old 
: awe 
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mission’s order was entered in June 1961, increasingly 
suggest that Respondent today may view the question of 
the jurisdiction over extraction plants in a different light, 
and that its refusal to apply its new view to this case may 
be due to considerations of administrative convenience. 
The principal evidence for this possible change in view is 
the position taken by the Commission’s Staff in a proceed- 
ing now in progress involving an application by Panhandle 
Eastern Pipeline Company to construct facilities necessary 
to supply gas to a new extraction facility to be constructed 
at the site of its Liberal extraction plant. Panhandle has 
stated in this application that it intends to abandon extrac- 
tion of liquids at the old Liberal plant (involved in the City 
of Detroit and Panhandle decisions) and to replace that 
operation with a helium-natural gas liquids extraction op- 
eration comparable to Northern’s here. In order to under- 
stand the significance of the Commission Staff’s position 
in that proceeding, the Court must recognize that the Staff 
is bound by prior Commission precedents and cannot de- 
part from them in hearings without express authorization. 
Despite this principle, Staff in that proceeding has taken 
the position that the new Panhandle plant is jurisdictional 
for purposes of Section 7 insofar as it serves as a ‘‘con- 
duit’’ for the transportation of natural gas in interstate 
commerce and because of its pervasive impact on the total 
system operations (Tr. 8-9; Docket No. CP63-159).° 


Staff argues for jurisdiction over the new Liberal plant 
for virtually every legal and policy reason advanced in this 
brief. We have pointed out that the old Liberal plant and 
the Bushton plant are identically situated and operated for 
these purposes. A fortiori this is the case with the new 
Liberal helium-hydrocarbon plant. Since there is no possible 
basis for distinguishing the operation of the new Liberal 
plant as a ‘‘conduit’’ from that of the old Liberal extrac- 
tion plant or the Bushton plant here, it is clear that the 


10 Excerpts from the Staff bricf are sct forth in Appendix C, infra, p. 64. 
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Commission on the staff level at least has reversed its posi- 
tion as to the jurisdictional status of such facilities. Mid- 
America, of course, argued in virtually identical terms that 
the Bushton plant was jurisdictional and this argument 
was initially rejected by the Commission in its order in 
June 1961. 


The Commission’s reconsideration of this decision, if 
such it is, is not surprising in view of the growing juris- 
dictional complexities arising from the newly developed 
liquefaction storage and transportation techniques making 
possible the transportation and marketing of any hydro- 
carbon component of natural gas in liquid form. Respond- 
ent has recently stated that it may have jurisdiction over 
transportation and sales of methane—the principal constit- 
nent of natural gas—in liquid form (App. B, infra, p. 63). 
If the Commission takes the position, as it almost certainly 
will, that it has jurisdiction over such transportation and 
sale, it will be difficult for it logically to disclaim jurisdic- 
tion over the transportation and sale in liquid form of other 
components of the natural gas stream, such as propane, or 
butane. The Commission may also have come to realize 
that the proliferation of mainline facilities for the extrac- 
tion of helium or hydrocarbon components of natural gas 
makes it imperative for the Commission to be able to con- 
trol the construction of such facilities, before they are pre- 
sented to the Commission as a fait accompli. If so, we 
appland the Commission’s decision, but regret its failure 
to apply it in this case. 


If our surmise is correct that Respondent has actually 
changed its position, this proceeding should of course be 
remanded for reconsideration by Respondent in light of its 
new appraisal of its jurisdictional responsibilities. 
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C. Effective Administration of the Natural Gas Act Requires 
Prior Commission Approval of Mainline Extraction Plant 
Construction 

We have shown that Respondent is required under this 

Court’s decisions to treat the Bushton plant as a jurisdic- 
tional facility and to determine whether it was required by 
the public convenience and necessity. These decisions, as 
we understand them, are grounded on the fact that main- 
line extraction facilities are such an integral part of the 
transportation of gas in interstate commerce that Respond- 
ent has always properly regarded them as jurisdictional 
facilities. Furthermore, it is clear from the Act’s legisla- 
tive history that Congress intended the Commission to as- 
sert jurisdiction over this type of facility. 


1. Legislative history— 


Respondents’ existing powers in Section 7 were added 
by Congress in the 1942 Amendment to the original Natural 
Gas Act of 1938, pursuant to recommendation of the Com- 
mission that (1) its existing certificate powers alone could 
not provide effective protection against uneconomic services 
by pipeline companies, once these services had been con- 
structed, and (2) that the power to approve facilities before 
construction was necessary to protect competing transpor- 
tation interests.” 


The House Interstate Commerce Committee in reporting 
on the bill which became the existing Section 7, pointed 
out: 


‘<The bill when enacted will have the effect of giving 
the Commission an opportunity to scrutinize the finan- 
cial set-up, the adequacy of the gas reserves, the feasi- 
bility and adequacy of the proposed services, and the 
characteristics of the rate structure in connection with 
the proposed construction or extension at a time when 


— 


11 For analyais of tho legislative history of this provision of the Act with 
special reference to the Commiasion’s responsibilities, see F.P.C. v. Transcon- 
tinental Gas Pipeline Corp., 365 U.S 1, 10-14. 
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such vital matters can readily be modified as the pub- 
lic interest may demand. Without such authority, the 
Commission may find itself confronted with a situation 
where it must either accept conditions which appear 
undesirable in the public interest, or require, subse- 
quent to construction, changes which may have much 
more serious practical consequences than they would 
have had if they had been made before the public was 
asked to finance the enterprise. 


‘‘The bill, as amended, eliminates the objections to 
the present Section 7(c) above mentioned. By this 
legislation * * * the door is opened to the considera- 
tion by the Commission of the effect of construction 
and extensions upon the interests of producers of com- 
peting fuels and competitive transportation interests.”’ 
(H. Rep. 1290, 77th Cong., 1st Sess., p. 3) 


It would seem, therefore, that Congress anticipated the 
very problems which have been caused by Respondent’s re- 
fusal to take jurisdiction of the extraction facility. Once 
a facility has been built it is almost impossible for the 


Commission to appraise objectively the public convenience 
and necessity, since to reject the pipeline’s application 
would render useless an elaborate and costly industrial 
plant. Thus, the first reason for enacting Section 7 (to give 
Respondent the power to look at the public interest in a 
facility before it is actually constructed) would seem pe- 
culiarly applicable to this type of project. 


The second reason for enacting Section 7 (to be able to 
protect competitive transportation interests) is of course 
directly applicable, but this explicit statement of Con- 
gressional policy has been ignored by the Commission in 
rejecting any responsibility to appraise the adverse im- 
pact of this extraction facility on Mid-America, under the 
public convenience and necessity standard (infra, pp. 25- 
49). 

Congress contemplated that the Gas Act would be admin- 
istered so as to provide effective and not merely nominal 
regulatory protection. Hence, any doubts as to regulatory 
coverage should be resolved to avoid gaps in the regula- 
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tory protection intended by Congress. F.P.C. v. Trans- 
continental Gas Pipeline Corp., 365 U.S. 1, 19-20; Phillips 
Petroleum Corp. v. Wisconsin, 347 U.S. 672; Atlantic Re- 
fining Co. v. P.S.C. of New York, 360 U.S. 378; Sunray 
Mid-Continent Oil Co. v. F.P.C., 364 U.S. 137. Having in 
mind the foregoing legislative history and the difficulties 
encountered here by Respondent, it seems clear that 
it cannot, consistent with the policies of the Act, decline 
jurisdiction over mainline extraction facilities. 


2. Prior approval is required to ensure proper application of 
Section 7 Standards 


There are strong reasons why Respondent should 
have the power to give prior approval to the construc- 
tion of elaborate mainline extraction facilities on juris- 
diction natural gas transmission lines. We have seen 
that Northern had constructed its $12,000,000 extraction 
facility prior to the Commission’s order herein, and had 


even constructed in obvious violation of the Act those facili- 
ties which the Commission considered jurisdictional. While 
theoretically Respondent could deny a certificate for the 
facilities which it considers jurisdictional and thus reduce 
the plant to scrap value, it would seem clear that, practi- 
cally speaking, once the plant has been constructed, the 
paramount question of public need or public convenience 
and necessity has been resolved in its favor. It follows 
that unless the plant is treated as jurisdictional, such pro- 
ceedings as this under Section 7 become all but meaning- 
less, since Respondent is able to consider only those mini- 
mal ‘‘conventional elements’’ of public convenience and 
necessity (infra, p. 26) which are seldom in serious con- 
troversy in an application of this kind. The fact that the 
plant and other facilities were already constructed in delib- 
erate violation of the Act no doubt in itself explains Re- 
spondent’s reluctance to apply City of Detroit-Panhandle 
and pass upon it’s existence ex post facto. 


The growth in demand for propane and other natural 
gas liquids suggests that there will be other mainline ex- 
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traction facilities presenting regulatory problems. North- 
ern’s extraction plant will pre-empt existing low cost re- 
serves and excess transmission capacity on its system to the 
ultimate injury to Mid-America and the utility customers. 
It will also reduce the heating value of Northern’s gas with 
a substantial reduction in the utilities’ distribution efficiency 
and an inerease in transmission costs of supplying energy to 
those customers. See pt. II, infra. Once the plant had 
been constructed, its very existence had a coercive effect 
on Respondent in foreclosing the question which, under 
the Natural Gas Act, must be asked and answered by Re- 
spondent: are the proposed facilities on balance really 
required by the public interest? = 


& The Commission has foreclosed the flexibility of rate 
treatment contemplated by this Court’s Panhandle decision 


Most important, this Court in City of Detrott and Pan- 
handle held that extraction plants are jurisdictional fa- 
cilities and that Respondent has the power in a rate case 
to eredit the revenues of those facilities to the jurisdic- 
tional cost of service or alternatively to allocate costs 
between jurisdictional and non-jurisdictional service, so 
as to protect natural gas consumers against subsidizing 
the extraction operation through the pipeline’s rates and 
charges. As a result of the jurisdictional character of 
these facilities, Respondent was given a considerable 
amount of flexibility in dealing with special problems aris- 
ing from the operation of a non-natural gas business on a 
patural gas transmission facility. Thus, Respondent has 
been able to protect Northern’s utility customers against 


12 The ability of the pipeline to construct the facility before obtaining 
approval also hus a ccercive effect on utility customers who must deal with 
it im a continuing business relationship. Such customers might vigorously 
oppose construction of the plant on the ground that it would be impossible 
to remedy the injury to them and to their consumers which it would cause. 
Once constructed, they will naturally be reluctant to press for an order which 
would result in 2 multi-million dollar loss to their supplier. The history of 
this case provides strong evidence for this in the gradual change in position 
by the customers from outright opposition (RB. 2814) to qualified opposition 
(EB. 2244) to reluctant acquiescence (R 1636) in the Northern application. 
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the unlawful subsidization inherent in the operation of 
other extraction plants on Northern’s system (supra, p. 
13) by crediting the revenues of those plants. 


Respondent, in rejecting the City of Detroit and Pan- 
handle holdings here, has foreclosed the possibility of reve- 
nue crediting in any future rate case (see App. C, infra, 
p. 68). In so doing it has drastically reduced its ability 
to protect consumer interests and to avoid subsidized com- 
petition to Mid-America in any future case. 


In sum, we believe that the Commission has erro- 
neously failed to decide whether the extraction facility 
was required by the public convenience and necessity as a 
jurisdictional facility for interstate transportation of nat- 
ural gas. Respondent’s order should be reversed, and this 
proceeding remanded with instructions to vacate the cer- 


tificate and reopen the proceedings and to order Northern 
to show cause why it should not file and support applica- 
tions for certificates of public convenience and necessity 
authorizing the construction and operation of the proposed 
extraction plant. 


pie 


RESPONDENT HAS FAILED TO CONSIDER BASIC FAC- 
TORS BEARING ON THE PUBLIC CONVENIENCE AND 
NECESSITY IN AUTHORIZING THE CONSTRUCTION 
AND OPERATION OF FACILITIES EMPLOYED IN 
THE MAIN-LINE EXTRACTION OPERATION 


We have seen that Respondent erred in rejecting juris- 
diction over the extraction plant as a facility, and this 
rejection led Respondent to give inadequate consideration 
to the need for the plant and the possible impact of its 
operation on the public. However, even assuming arguendo 
that Respondent correctly treated the extraction facility 
as non-jurisdictional, we shall show that it failed to con- 
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sider substantial issues going beyond the ‘‘conventional 
tests” of public convenience and necessity before it 
Gecided to authorize the admittedly jurisdictional main- 
line transmission facilities which will be used by Northern 
Natural in its transportation and liquid extraction program. 


The Supreme Court in F.P.C. v. Transcontinental Gas 
Pipeline Corp., 365 U.S. 1, 8; and Atlantic Refining Co. v. 
Public Service Comm., 360 U.S. 378, 391, has directed 
Respondent in certificating natural gas service and 
facilities to consider all factors having a bearing on the 
public interest, not merely the so-called ‘conventional 
requirements’ included in Section 7 of the Gas Act. 


Respondent has recognized elsewhere that the “‘minimal 
conventional requirements’’ such as gas supply, technical 
and economic feasibility, and market are concerned pri- 
marily with the ability of Northern Natural ‘‘properly to 
do the acts and to perform the service proposed’? under 
Section 7(e), infra, p. 60, and ‘‘have little to do with the 
public convenience and necessity standard.’’ FPC brief, 
p. 46, No. 45, Oct. term 1960, Sup. Ct. F.P.C. v. Trans- 
continental Gas Pipeline Corp., 365 U.S. 1. 


These ‘‘conventional elements’’ may be all that Respond- 
ent is required to consider in the usual natural gas pipe- 
line expansion case covering transportation and sale of 
natural gas for one of the standard uses recognized as 
desirable. In such a case, it may be appropriate for 
Respondent to rely entirely upon the conventional re- 
quirements and presume that the public convenience 
and necessity will be affirmatively promoted as a re- 
sult of the proposed new or increased service. No 
such presumption is justified in a case such as the 
present not involving a conventional gas sale, but rather 
an extraction operation presenting on its face serious 
possibilities of injury to the public. 
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Respondent stated, in its original opinion that the par- 
ticular facts of a case may justify it considering not 
merely the ‘‘conventional elements of gas supply, financing, 
facilities, markets, economic feasibility, and rates,’’ but 
also to go beyond such conventional elements to consider 
‘¢all relevant considerations for and against the authoriza- 
tion’’ in passing upon the public convenience and necessity 
(R. 3706). The utilities and Mid-America raised and pre- 
sented evidence on a number of such issues, including 
the injury to gas consumers resulting from pre-emption 
of Northern Natural’s reserves and transmission capacity, 
the advisability vel non of employing natural gas at the 
mid-point of a major interstate transmission operation 
as a raw material for the extraction of natural gas 
liquids, the injury to competing transportation interests 
such as Mid-America, the public need for the projected 
natural gas liquids operations, the adequacy of the pro- 
posed rate adjustments in the rate settlement, and finally 
the effect to be given to the law violations by the applicant, 
Northern Natural in this case.™* 


Mid-America, following Respondent’s first opinion, filed 
strong exceptions pointing out that Respondent had failed 
to consider certain of these issues and that its conclu- 
sions as to others were clearly contradicted by the 
record. Respondent in its order denying Mid-America’s 
application for rehearing partly withdraws from its 
prior recognition that it is necessary in this case to consider 


13 Petitioner argued vigorously that Northern Natural by its deliberate 
violation of Section 7 had proved itself unwilling to ‘‘conform to the 
provisions of tho Act’’, and that Northern accordingly had failed to mect 
its burden under that Section. Petitioner urged that Respondent deny 
Northern’s application, relying on decisions such as Lifschultz v. United 
States, 144 F. Supp. 606 (S.D.N.Y. 1956) and other decisions in which the 
Interstate Commerce Commission denied certificates to applicants found unlaw- 
fully to have performed the service at issue, See also F.C.C. v. Station WOKO, 
329 U.S, 223 (1946). 
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factors apart from the ‘‘minimal’’ elements of public 
convenience and necessity. Thus, Respondent argues 
that it need not weigh the public need for the extraction 
operation, despite the fact that the jurisdictional fa- 
cilities are wholly predicated upon such operation; 
argues that it need not consider the impact on North- 
ern Natural’s gas customers of the admitted pre- 
emption of existing cheap transportation capacity and low 
cost gas reserves, since such problems can be deferred to 
fature rate proceedings; and appears to back off from its 
approval of the settlement rates, arguing that it is not 
required to determine a just and reasonable rate in this 
proceeding and that the settlement compromise, whatever 
its deficiencies, provides “‘satisfactory interim protection’’. 


Respondent has thus blown hot and cold on the extent 
of its responsibility to consider factors other than the 
minimal elements which have a direct bearing or impact 
on the public interest in this case. After purporting to 
frame its original opinion against the Supreme Court’s 
decision in FPC v. Transcontinental Gas Pipeline Corp., 
365 U.S. 1, and this Court’s decisions in National Coal 
Ass’n v. PFC, 101 App. D.C. 95, 191 F. 2d 462 (CADC 
1951), and City of Pittsburgh v. FPC, 99 App. D.C. 113, 
237 F. 2d 741 (CADC 1956), its principal argument now 
is that the proposed extraction operation does not raise 
in this proceeding the broad issues of public policy which 
have been urged by Mid-America and the utility company 
intervenors (prior to their settlement). It is difficult to 
believe that Respondent’s apparent change in position was 
not dictated by its belated recognition that the record before 
it (as we shall show in this and the succeeding sections 
of this brief) does not support Respondent’s initial con- 
clusions on the issues extending beyond conventional public 
convenience and necessity standards. 
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A. Respondent Erred in Not Appraising the Public Need for 
the Extraction Service 


1. Respondent must examine the public need for the facilities 
when it is put in issue 


Respondent expressly, both in its opinion (R. 3705-3706, 
3710) and order on rehearing (R. 3780), concludes that it is 
not required to consider whether there was any public need 
for the liquids to be produced at Bushton, taking into ac- 
count Mid-America’s capacity, and conditions in the market 
area. While this consideration alone may not be control- 
ling as to public convenience and necessity, we submit that 
it is one factor which should be considered by Respondent, 
and that it has misconceived the scope of its inquiry in 
deliberately declining to do so. 


The sole purpose for the admittedly jurisdictional 
facilities which were authorized by Respondent is to 
transport natural gas liquids from the field to the Bushton 
plant in vapor form, and to permit the extraction of these 


liquids by the plant facility so as to make possible their 
ultimate distribution and sale to vendors such as Phillips 
or to ultimate customers. Thus the public need for the 
jurisdictional facilities stands and falls on the public need 
for the transportation and extraction operation and 
the liquid products themselves. It is obvious that Respond- 
ent, in deciding whether or not these jurisdictional facili- 
ties are ‘‘required by the present or future public conveni- 
ence and necessity’’, would have to look to the convenience 
or necessity of the public requiring or benefiting from the 
extraction service. 


When a pipeline seeks to construct facilities to make a 
new or increased jurisdictional sale to a gas distribution 
company which will in turn sell the gas on a non-jurisdic- 
tional basis to its own customers, Respondent invariably 
serutinizes the actual need for the natural gas by the gas 
distributor’s customers. It does this, despite the fact that 
the distributor’s sales and service to its customers are 
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non-jurisdictional and Respondent has therefore no direct 
responsibility over them, because the only purpose for con- 
structing the jurisdictional pipeline facilities is to supply 
the needs of the public served by the distributor. 


Similarly, Respondent, when the issue of alternative sup- 
ply has been raised, has scrutinized the need for natural gas 
supplied to direct industrial customers of the pipeline.* 
Respondent in this case alone, so far as we have been able 
to ascertain, has refused to appraise the actual public need 
for pipeline transmission facilities which are being used 
to serve a non-jurisdictional or industrial operation, when 
the availability of other sources of supply and other factors 
bearing on the public interest have been put in issue. 


Respondent, in arguing that it need look only at the 
“‘eonventional’’ tests of public convenience and necessity, 
asserts that it has never attempted to determine ‘‘whether 
there is a ‘public need’ for the products of a steel or cement 
plant to whom Northern might wish to construct facilities 


to serve.”? (R. 3780.) It is true that in the great ma- 
jority of such cases the Respondent has not had occasion 
to consider whether or not the plant actually needed the 
natural gas service or whether or not the use of gas in such 
plant was a superior use in the light of the purpose of the 
plant and the need for its products. This is merely because 
in most such cases no issue is raised as to the actual need 
for the gas, as to the availability of other sources of sup- 
ply or as to the character of the end use. However, 
we have already pointed out that when such issues 
have been raised in cases involving certification of pipe- 
line facilities to serve industrial customers, Respondent 
has considered and appraised the public interest in au- 
thorizing the facilities; and has denied authorization where 


“4 Eg, Americon Lowiriana Pipeline Co., 20 F.P.C. 575, 592-3; Transcon- 
timental Gas Pipe Line Corp., 21 F.P.C. 138; El Paso Natural Gas Co., 22 
PPC. 900; Panhandle Eastern Pipeline Co., 13 F.P.C. 301; Northern Natural 
Gas Co., 4 F.PC. 1099; 7 F.P.C. 296; Piedmont Natural Gas Corp., 9 F.P.C. 
629. 
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it found that on balance the existence of other supplies, 
or factors adverse to the public interest including injury 
to the pipeline natural gas customers, require such a 
result.® 


It follows that Respondent has refused to do here what 
it has done in every other case where the issue has been 
presented. Such a refusal to consider the actual public 
need for the service to be rendered by Northern Natural 
ignores the basic standard of public convenience and 
necessity in §7 and constitutes reversible error. 


2. Respondent's purported consideration of need is inadequate, 
and unsupported 

It is true that Respondent, after specifically disclaiming 

any responsibility to look at the need for the facilities here 

involved, purports to find that there is a market for the 

products on an alternative basis (R. 3710). Respondent, 

however, does not discuss the basis for this finding, 


merely adopting the examiner’s conclusions. The ex- 
aminer, however, did not consider whether or not there was 
a public need for an additional source of products in the 
area. He merely assumed that the products could be sold 
(R. 3415-3416). Hence, neither the Commission nor the 
Examiner made express findings on this point. 


It is true that Northern Products entered into a contract 
with Phillips for the sale of a majority of the propane 
produced over a five year period. However, Respondent 
has never heretofore considered that the mere existence of 


15 Respondent asserted in a footnote to its opinion (R. 3709) that if it 
accepted this principle it would have to determine whether or not there was 
a market for crude oil in certificating sales of casinghead gas by independent 
producers, This suggestion is groundless for two reasons First, the 
separation of crude oil in such cases is necessary to obtain the gas for sale 
in interstate commerce and the sale of the reaidue gas doca not depend upon a 
showing of need for crude, but rather a showing of need for gaa, Second, 
erudo oi] is not produced by the consumption of natural gas, and in any 
event the production of natural gas in conjunction with erude oil is explicitly 
removed from the jurisdiction of the Commission by Section 1 of the Act. 
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an executed contract forecloses the issue of public con- 
venience and necessity. Respondent has frequently denied 
authorization for jurisdictional facilities even where an 
assured market has been established by contract, on the 
ground that some other supplier could better serve the 
public convenience and necessity or that the service should 
not be rendered for other reasons in the public interest.’* 


In disposing of this point by a largely meaningless ref- 
erence to the Examiner’s decision, Respondent gives 
no consideration whatsoever to other factors which enter 
into a determination of whether or not the proposed serv- 
ice should be supplied in the public interest. For ex- 
ample, Respondent does not even mention the question— 
vigorously urged by Mid-America throughout the pro- 
ceeding—as to whether it was in the public interest 
to certificate this service when the same market need 
could be met in its entirety by Mid-America’s presently 
excess facilities. This puts squarely in issue the ques- 
tion of whether or not the general public in the area 
here in question could be better served by a common 
carrier pipeline (such as Mid-America) which is available 
to all shippers of natural gas liquids without diserimina- 
tion, or whether a substantial portion of Mid-America’s 
market should be foreclosed by the proprietary service con- 
templated by Northern Natural, its subsidiaries, and Phil- 
lips Petroleum Company. Thus, Respondent did not even 
mention, much less give any weight to the strong public 
policy written into Section 1(3)(a) of the Interstate Com- 
merce Act (49 USC 1(3)(a)) favoring common carriage 
of liquid products; nor did it consider despite Mid- 
America’s urging, whether it was to the ultimate public 
advantage to permit Northern Natural to skim the cream 
off the natural gas liquids transportation and marketing 


16 E.g., Southern Natural Gas Co., 25 PP.C. 518; American Louisiana Pipe 
Line Co., 20 PPC. 575, 586, 3; Tramscontinental Gas Pipe Line Corp., 21 
PPL. 138; El Paso Natural Gos Co. 28 F.P.C. —(G-16235, order issued 
May 1, 1963). 
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business within Mid-America’s service area. The Com- 
mission explicity stated that it did not view Mid-America’s 
competitive injury to be ‘‘material’”’ to its considerations. 
(R. 3710) While the possible competitive injury to Mid- 
America in itself is not necessarily controlling, it is one 
factor to be weighed in determining the public interest 
under this Court’s City of Pittsburgh decision. Respondent 
was required at least to consider this factor, but has failed 
to do so. 


3. Respondent gave no real consideration to the desirability of 
placing the proposed extraction facility on a natural gas 
pipeline 

Respondent also failed to examine whether or not the 
proposed end use of the natural gas and the transmission 
facilities for main-line liquids extraction purposes was 
preferable to its previously dedicated use to natural gas 
service. It is true that Respondent makes a passing ob- 
servation in its original opinion that a ‘‘wise and efficient 
utilization of our natural resources favors realizing the 
full potential of a wasting asset such as natural gas’’™* 

(R. 3709). However, the Commission does not repeat this 

observation in its order on rehearing but merely states that 

the facilities will provide an ‘additional use for this 
wasting natural resource.”’ 


There is absolutely no record support for either conclu- 
sion. It is by no means prima facie clear that the main-line 
extraction of natural gas liquids represents the most wise 
and efficient utilization of the natural gas in question, and 
to say that there will be an ‘additional’? use begs the 
question of whether it will be one in the public interest. 
See App. C, infra, pp. 70-73. It is undisputed that natural 
gas liquids contribute a particularly valuable part of the 
heating value of the natural gas because of their high Btu 
content, and that stripping the liquids impoverishes the gas 


17 This of course neatly begs the question aa to whether uneconomic, main- 
line extraction utilizes natural gas’ «<full potential’’. 
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by reducing its heating value to the ultimate customer. This 
is why it is necessary for Northern to transport very 
substantial additional volumes of gas for sale to these 
customers to make up for the loss of heating value. It 
also will not be disputed that the relatively high heat 
content of natural gas is the principal reason why it 
has been economically feasible to construct major inter- 
state pipelines to transport it thousands of miles from pro- 
duction areas to ultimate market centers. Manufactured 
gas, which has approximately one-half the heating value 
of natural gas, would be uneconomic to transport these 
distances because approximately twice as much gas would 
have to be transported to deliver the same heat content 
to the customer, with a resulting doubling of transmission 
costs. Northern’s line was constructed and certificated 
to provide the service of carrying the natural gas from 
the producing areas in the Southwest to the Northcentral 
part of the United States, and is the major gas transporta- 
tion facility running into this area. Northern’s gas- 
consuming public, especially individual home owners using 
gas for space heating, are entirely dependent upon the 
pipeline for their gas supplies. It is undisputed that 
by reducing the heating value of its gas, Northern has 
reduced materially the efficiency of its pipeline to transport 
heat units, since it must transport more gas on a per 
Mef basis in order to deliver the same number of heat 
units to the customers, with a resulting substantially in- 
creased transportation cost (R. 2236). 


It is by no means self-evident that impoverishment of 
the heat content of Northern’s gas at the mid-point on its 
main-line transmission facility is in the public interest. 
The major source of natural gas liquids in the Southwest 
is from field extraction at plants located in the immediate 
production area, processing ‘‘wet’’ gas which usually con- 
tains such a high percentage of liquefiable hydrocarbons as 
to make it infeasible to transport it in interstate commerce. 
Such extraction therefore plays the dual role of treating 
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the gas to make it merchantable and transportable, and at 
the same time yielding a valuable byproduct which can be 
sold to consumers relying on this particular fuel. Such 
liquids are transported from the plant to users by freight 
cars, tank trucks and by interstate pipeline companies spe- 
cializing in such transportation. Mid-America is the prin- 
cipal pipeline serving the Northcentral portion of the 
country, and provides the cheapest method of long distance 
transportation of natural gas liquids for its customers. 
Liquid pipelines such as Mid-America are highly efficient, 
sinee pumping in liquid form results in much greater effi- 
ciencies than is possible when the same product is trans- 
ported in gaseous form. 


We are not asking this Court to resolve such issues. 
The point here is that Respondent failed to consider or 
decide them. The foregoing points were placed squarely at 
issue by Mid-America in its evidence (R. 3578-3591) and, 
significantly, no contrary or rebutting evidence was sub- 
mitted by Northern Natural. Nonetheless, Respondent 
merely assumed in passing, as a self-evident proposition, 
that it was in the public interest to permit the main-line 
extraction of natural gas liquids on an established inter- 
state gas pipeline, without even mention of any of the 
other considerations summarized above which may have a 
direct bearing on this issue. 


The Supreme Court in F.P.C. v. Transcontinental Gas 
Pipeline Corp., 365 US. 1, held that Respondent should 
consider and weigh the proposed end use of natural gas 
being transported in interstate commerce for direct sale, 
so as to appraise its ultimate effect on the supply of gas 
available to domestic and commercial consumers and the 
cost of that gas to such consumers. Respondent, in other 
words, when confronted with a claim that one use of 
natural gas (i.c., as a raw material for main-line hydro- 
carbon extraction) is inferior to other alternative uses 
(i.e., for domestic, commercial and industrial consumption 
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in existing markets relying on such fuel), must consider and 
resolve the issue as one element bearing on the public 
convenience and necessity. Respondent here has expressly 
refused to appraise the end use of the natural gas being 
transported on Northern Natural’s system for direct sale 
to the extraction facility, despite the clear holding by a 
unanimous Supreme Court in the Transco case that it 
shoud do so. 


Accordingly, Respondent’s order is deficient in this re- 
spect and must be remanded for further consideration. 


B. Respondent Has Failed to Give Adequate Consideration to 
the Inevitable Consumer Injury Resulting From the Pre- 
emption of Northern’s Existing Low-Cost Natural Gas 
Reserves and Transmission Capacity 


1. The fact of pre-emption 


| ‘There is no dispute on this record that the operation of 
| the extraction plant will pre-empt a very substantial 
| amount of Northern’s existing transmission capacity and 
lits price-regulated low-cost reserves. The record shows 
| that Northern intends to transfer to Northern Gas Products 
approximately 5% per cent of the total heat energy trans- 

| ported on its system on a peak day, and approximately 6 
| per cent of that energy on an annual basis (BR. 2309, 2294; 
| WGd-America’s Brief, dated Nov. 27, 1961, p. 11). This 
| production represents approximately 5 per cent of the ex- 
| isting deliverability of Northern gas reserves. It is also un- 
disputed that Northern will utilize substantial excess 

| eapacity on its present system in order to transport the 
| gas to the extraction plant and to transport the additional 
| volumes north of the extraction plant which must be made 
| available to the customers as a result of the reduction in 
| the heat content of the gas. Thus, Northern Natural will 
| utilize approximately 12,000 of its existing excess com- 


power for which it sought authorization. The estimated 


\ power horsepower in addition to the 6,000 new horse- 
replacement (or investment) cost of this existing excess 


37 


- horsepower is approximately $3,000,000 (BR. 2336-2337). 

' ‘The extraction facility will also utilize mainline trans- f 
mission capacity in Northern Natural’s ‘A’ line which 

‘would have to be replaced at an estimated investment cost 
of $4,600,000 (R. 2338-2339). There will be about $2 
million additional fixed cost in replacing the excess capacity 
which will be absorbed by the reduction in the transmission 
efficiency of Northern Natural’s facilities due to the heat 
content reduction (R. 1463-1464; 1466; 2401; see also R. 
2334-2335). Since there are other capacity costs not re- 
flected in these figures which will be absorbed by the ex- 
traction operation, it can be conservatively estimated that 
the cost of replacing main-line capacity which will be pre- 
empted and absorbed by the extraction facility is not less 
than $9 million (R. 1466). 


Tt is also undisputed that Northern Natural’s utility 
customers have been paying depreciation charges and 
return on at least part of this capacity for many years, 


and that they have paid for at least a material part of it 
already in the rates charged by Northern Natural. 


2. Respondent failed to decide whether the projected pre- 
emption of low cost reserves and transmission capacity is 
in the public interest 


This Court in City of Pittsburgh v. F.P.C., 99 App. D.C. 
113, 237 F. 2d 741, held that Respondent in determining the 
public convenience and necessity was required to consider 
the effect of the preemption of existing capacity end cheap 
expansibility of an interstate pipeline’s facilities on the 
cost of future expansion in a case where the pipeline com- 

18 This capacity will be provided in part by the existing capacity of the 
line and in part by main-line improvements which will cost approximately 
$900,000. 

18a It is recognized that these figures are not on & directly comparable basis 


However, they represent the best approximation possible on this record of 
the cost of replacing preempted facilities, See Part ITT, tafra. 
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pany had sought to use existing gas transmission facilities 
for transporting liquid petroleum products. 


Neither of Respondent’s orders comes to grips with the 
primary issue of whether, in view of Northern’s large 
seale pre-emption of dedicated pipeline facilities and re- 
serves, the plant should be permitted at all in the public 
interest. Rather, Respondent simply assumes that the 
project is in the public interest, and then casts about 
(unsuccessfully as we shall show) for a way of protecting 
consumers against the undoubted financial loss resulting 
from this pre-emption of depreciated facilities and low-cost 
reserves. 


Respondent argues, as it did in the City of Pittsburgh 
case, that any future expansion of Northern’s system is 
speculative; that the ad hoc one million dollar settle- 
ment rate reduction satisfies the public convenience and 
necessity requirement at least for the time being, and thus 
is ‘satisfactory interim compensation’’ for loss of cheap 
expansibility ; and that the certain burden on the customers 
can be ‘‘more accurately measured”’ in future proceedings 
(B. 3780). This falls short of meeting the statutory re- 
sponsibility in this proceeding to assess the impact of the 
pre-emption of existing cheap capacity, since it at no point 
comes to grips with the question of whether—given the 
facts of this particular case—it is in the public interest to 
authorize the service in the first place. Respondent’s 
failure also made it impossible to appraise the effect of the 
extraction operation on the adequacy of service to existing 
castomers as required by this Court’s decision in Granite 
City Steel Co. v. F.P.C. (No. 17150, May 23, 1963). 


It follows that Respondent did not meet its responsibili- 
ties in merely focusing on methods of preventing or mini- 
mizing the certain injury to gas consumers from the pre- 
emption of transmission capacity and reserves. Rather, 
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it should have first decided the question whether or not the 
facilities used in providing the natural gas liquids service 
should be authorized at all in the public interest. 


3. The inadequacy of Respondent's protective measures 


Assuming arguendo that construction of the facilities 
should have been authorized in the public interest, the 
methods adopted by the Respondent to prevent subsidized 
competition to Mid-America and protect gas consumers 
were patently inadequate, and underline the injury to the 
public inherent in the proposed extraction operation. 


a. The order provides no protection against the pre-emption of 

existing capacity. 

Respondent argues that the $1 million reduction in utility 
rates provided adequate ‘‘interim compensation”’, and that 
the Commission could provide any necessary future pro- 
tection in rate cases down the road. However, the $1 
million reduction was not intended to be compensation for 
the excess cost of constructing new facilities in the future 
made necessary by the ‘‘loss of cheap expansibility’’, but 
was merely a rough rate adjustment designed to relieve 
the utility customers of at least part of the current pipe- 
line operating costs (including depreciation and return) 
which should be assumed by the extraction facility opera- 
tion (R. 1629-30; see Part III, infra, p. 49). Only in this 
limited sense can it be considered as compensation for 
‘loss of cheap expansibility”’. (We shall show in Part III 
below that this rate adjustment was a result of a com- 
promise worked out by the utility customers under the 
pressure of an extremely adverse and erroneous Examiner’s 
decision, and it is almost certainly an inadequate adjust- 
ment even for these operating expenses). 


Furthermore, even assuming that the settlement rate 
reduction provides adequate “interim compensation’’, 
Respondent recognizes (R. 3780) that such a reduction 
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could not protect gas consumers down the road against 
increased system costs as & result of expansion of pipeline 
facilities to meet increased demand of the utility customers 
which would not have been required apart from the pre- 
emption of the existing excess capacity by the extraction 
operation. We have pointed out that the extraction opera- 
tion will utilize a substantial amount of existing excess 
capacity and cheap expandability on Northern’s system, 
approximating $9 million in main-line facilities. Northern 
bas of course been collecting depreciation charges and 
return on part of this capacity in the rates which it has 
\ charged its utility customers, so that these customers have 
in effect been paying for the capacity. As Respondent 
seems to recognize, the $1 million rate reduction would not 
relieve the natural gas customers of the necessity of pay- 
ing the difference between (1) the cost of new facilities to 
replace the pre-empted excess capacity and (2) the present 
depreciated value of the existing excess capacity. This 
3s the trae measure of the loss to the gas customers as & 
result of the pre-emption of Northern Natural’s existing 
depreciated capacity.” 


This Court in City of Pittsburgh, supra, (237 F. 2d at 
753) held that Respondent was required to determine in 
that abandonment proceeding the actual loss to the natural 
gas consumer of the conversion of the “Little Inch’’ to 
liquids transportation, where such loss was measured by 
the difference between (1) the cost of utilizing the cheap 
expandability of the existing depreciated Kosciusko line 
and (2) a newly constructed loop supplying the same 
capacity : 

«ce © * QOur present inquiry, however, is into the 
relative cost of carrying a given quantity of gas from 

19 For example, suppose that the original cost of the excess capacity alone 

and its present depreciated value $2.8 million. Suppose 

replacement cost is $5.2 million. The customer loss 

ption is the difference between the depreciated value and tho 
or $2.4 million. 
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Texas to the Appalachian region on alternative 
hypotheses: (1) that Little Inch is a part of the 
system; (2) that Little Inch has been abandoned. 
From that point of view, the cost of gas to be pur- 
chased is a relative constant in the equation and may 
be disregarded. It is conceded that, whether or not 
Little Inch remains in the system, expansion will be 
via the Kosciusko line, since that is the only part of 
the system having any unused capacity. The inquiry 
must be, then, into such questions as whether, with 
Little Inch abandoned, the next block of expansion 
would require looping of the Kosciusko line, what the 
approximate cost of such looping would be, and 
whether and to what extent the cost of such looping 
would affect the cost to the consumer. This is the 
sort of inquiry customarily made by regulatory 
agencies.”’ 


Since this is in effect a proceeding for abandonment 
of a portion of Northern Natural’s facilities from natural 
gas service, Respondent is also required here to compare 


the relative costs of the pre-empted and the proposed new 
facilities, since otherwise it cannot realistically evaluate the 
public convenience and necessity. However, Respondent, in 
‘ts order denying rehearing (R. 3780), refuses to make this 
determination but argues that it will be able to protect 
the customers in future proceedings, stating that 


“because the amount and cost of future expansion of 
Northern’s pipeline capacity is totally unkno 

this time, we do not attempt to allocate conclusively a 
cost thereof to the extraction operation. Rather, we 
find that this substantial reduction in rates is a satis- 
factory interim compensation for any loss of cheap 
expandability until such loss can be more accurately 
measured.”’ 


We have noted that Respondent could prevent subsidized 
competition to Mid-America and protect the gas customers 
in future proceedings only by excluding from Northern 
Natural’s rate base the difference between the cost of the 
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facilities which replaced the lost pre-empted capacity and 
the existing (ie. present-day) depreciated value of the 
facilities absorbed by this project. Respondent, however, 
does not say explicitly in its order that it will provide this 
protection, nor does it condition the grant of a certificate 
on providing this protection. 


The fallacy of Respondent’s claim that it can success- 
fully defer the problem to another proceeding is readily 
exposed : 

(1) Respondent in a future rate case will not be able, 
practically speaking, to segregate and assign the costs 
presently attributable to the excess capacity pre-empted 
by the project, unless it ascertains those costs in this pro- 
ceeding. Suppose, for example, that Northern Natural 
in 1966 files a rate increase (based on a ‘‘test year’’ using 
calendar 1965 costs and revenues)” designed, inter alia, to 
recover in its jurisdictional charges the increased costs 
of its current expansion program (see, infra, p. 44). 
Practically speaking, it will be impossible for Respondent 
to ascertain from the record in that proceeding based on 
1965 costs and revenues, the current or present-day depre- 
ciated value of the excess facilities pre-empted by this 
project, which must be based on 1962-63 costs and revenues. 
The 1966 rate proceeding will involve an allocation of 1965 
experienced costs between jurisdictional and non-jurisdic- 
tional business utilizing Respondent’s accepted allocation 
techniques. Such a proceeding will not be concerned with 
1962-63 costs or allocation problems. Had Respondent not 
violated its own regulations in failing to require Northern 
Natural to submit first year estimates of costs and revenues 
(see Part III, infra), Respondent would have been able to 
determine the depreciated value of the pre-empted 
facilities in this proceeding. As the record now stands, 

20 Respondent’s regulations (18 C.F.R. 154.63) require pipeline rate filings 
to be based on the prior twelve months of the mont recently available ex- 
perience, with limited adjustments for known changes. 
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it could not. A fortiori, it will not be able to do so ina 
future proceeding on a totally different record. 


(2) In the few instances in the past in which Respondent 
has made a direct assignment of costs in a rate case, it 
has done so pursuant to an express condition in an earlier 
certificate proceeding which identified such costs and made 
such assignment possible. See Colorado Interstate Gas 
Co., 10 F.P.C. 105, 778; 11 F.P.C. 324. The Supreme 
Court in F.P.C. v. Colorado Interstate Gas Co., 348 U.S. 
492, 502 stated, in sustaining Respondent’s order making 
a direct assignment of costs pursuant to the foregoing 
condition : 

sc@ @ © Tn 1951, the condition before us became an 
important factor in securing the Commission’s finding 
that the merger would be in the public interest. Id. 
324 US 780. After the merger was approved on that 
condition, respondent sought no review of it. On the 
other hand, respondent consummated the merger and 
has enjoyed its benefits ever since. It cannot now be 
allowed to attack an officially approved condition of 
the merger while retaining at the same time all of its 
benefits. The impropriety of the attack is rendered 
twofold because it is not made in the merger pro- 
ceeding but is attempted in a separate rate proceed- 
ing. 
By a parity of reasoning, if Northern Natural is not 
apprised of the possibility of a direct assignment by 
Respondent in this proceeding, it is by no means certain 
that Northern Natural could not successfully attack such 
a direct assignment on due process grounds in a later rate 
proceeding. It seems unlikely that Respondent in a future 
rate proceeding could reassign costs otherwise allocated 
to jurisdictional customers to Northern Natural’s non- 
jurisdictional business without, in fairness to Northern 
Natural, making such a possibility a condition to the grant 
of a certificate here. 


(3) The failure of Respondent to condition the certificate 
authority in this case, and its failure to commit itself 
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explicitly to action protecting the consumers against the 
preemption of depreciated facilities, strongly suggests 
that Respondent in fact has no intention of providing such 
protection, but regards the future loss of Mid-America 
and the gas consumers as beyond its immediate area of 
responsibility, or merely as an incident of rate regulation 
which is tolerable in the public interest. Any doubts on 
this score seem resolved by a decision by one of Respond- 
ent’s examiners in April, 1963, authorizing approximately 
$20 million of new main-line pipeline facilities on North- 
ern’s system to provide third-year service of approximately 
50,000 Mef per day to new customers and 35,000 Mef per day 
to meet the increased requirements of its existing custo- 
mers. Northern in February, 1962, had filed an application 
to expand its service to its existing utility customers and to 
some new customers (Docket Nos. CP62-85, et al.). Hear- 
ings were held on this application beginning in October, 
1962, and conclnding in February, 1963. Respondent’s 
Staff participated actively in the hearings but at no point 
raised the issue that the 35,000 Mcf peak day capacity to 
serve increased requirements of Northern’s existing 
customers would have been wholly unnecessary, had not 
the extraction facility pre-empted excess capacity and the 
cheap expansibility of existing capacity on Northern’s 
system from which this additional service could be made. 


The opinion under review was issued on December 28, 
1962, while the Examiner’s decision authorizing the in- 
creased capacity in Docket No. CP62-85, et al., was not 
issued until April 1963.2 Hence, it is clear that Respond- 
ent’s Staff must have been apprised of the possible 
injury to the gas customers from the cost of these addi- 
tional facilities, a cost which was undoubtedly substantially 
greater than the depreciated cost of Northern Natural’s 
existing excess capacity. Nonetheless, neither the Staff 
nor the Examiner even raised the question, much less 


21 The decision has been appealed to Respondent, but on totally unrelated 
jasves. 
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acted to protect Mid-America and the gas customers by 
excluding from Northern Natural’s jurisdictional rate base 
(through an appropriate rate adjustment) the difference 
between the depreciated value of the excess capacity and 
the costs of the new facilities which would otherwise not 
have been necessary. 


b. The order provides no protection against the pre-emption of 
low-cost reserves. 


Respondent’s order also recognizes that the extraction 
facility will ‘‘consume a portion of Northern’s low-cost 
reserves which will have to be replaced with higher cost 
reserves, resulting in increased costs to Northern’s juris- 
dictional eustomers’’. It should be clear that the rate 
settlement offers no protection against future injury 
resulting from increased gas purchase costs. Respondent 
argues here again that since this is a certificate case and 
not a rate case, it need not consider this pre-emptive injury, 
but can and will prevent subsidized competition to Mid- 
America and protect Northern’s gas customers in future 
rate cases. The fallacy in this position is two-fold. First, 
it assumes that Mid-America cannot be injured by subsi- 
dized competition before Northern files a rate increase to 
pick up the increased costs of its purchased gas. No future 
rate order can protect Mid-America against the present 
impact of unlawful competitive advantage. Second, we 
have already pointed out that it will not be possible, 
practically speaking, for Respondent to make a direct 
assignment of purchased gas cost in a future rate proceed- 
ing, unless Respondent makes it possible to do so in this 
proceeding. 


Equally important, we know of no rate case in which 
Respondent has excluded from jurisdictional costs of 
service increased gas-purchase costs caused by pre- 
emption of low-cost gas supplies by a non-jurisdictional 
facility, such as the extraction plant is assumed to be. 
We seriously doubt that Respondent in any future rate 
case can or will make such an exclusion in view of its 
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failure to condition its order here. Hence, unwarranted 
injary to the gas customers and unlawful competitive 
injury to Mid-America is virtually assured as a result of 
the preemption of Northern Natural’s existing gas 
reserves. 


_ The reality of this prospective burden on gas consumers 
' 3s demonstrated by Respondent’s recent order in January, 

1963, granting Northern Natural temporary authorization 

to build gathering facilities costing $3.8 million to take 
; into its system approximately 400,000 MMcf of gas at a 
price of 17 cents per Mef, or approximately 3 cents over its 
average gas cost as shown in this proceeding (FPC 
Release No. 12444, January 14, 1963; R. 2236); as well 
as Respondent’s order in March, 1963 (Docket No. CP63-4) 
permanently authorizing Northern to construct $1.4 million 
in gathering facilities to take approximately 78,000 MMef 
of gas at a price of 16 cents per Mcf. Since the extraction 
facility will consume on an annual basis natural gas with 
an equivalent heating value of 27,000,000 Mcf, (R. 2378; 


2403) it is clear that Northern Natural’s gas costs will be 
very substantially increased as a result of the operation 
of this facility. 


In sum, our principal quarrel with Respondent’s order 
in this respect is its failure to weigh the almost certain 
injury to Mid-America and gas consumers in the light of 
the highly uncertain mechanisms for protecting them at 
Respondent’s disposal, against an evaluation of whether 
or not there is a public need for the extraction facility. 
Respondent here has simply taken the easy way out of as- 
suming that the public interest favors a major extrac- 
tion facility operating near the market-end of a natural 
gas pipeline which reduces substantially the carry- 
ing capacity of that pipeline, absorbs its cheap excess 
capacity and expansibility, and pre-empts the pipeline’s 
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existing low-cost gas reserves which have been acquired 
by the pipeline for service to its natural gas customers 
and on which the customers have paid depreciation 
charges and return for many years. We submit that under 
the decisions of this Court and the Supreme Court, 
Respondent could not merely assume that such a facility 
was in the public interest. It had to face and decide the 
preliminary question whether or not such a facility is 
“‘required by the present or future public convenience and 
necessity’? under Section 7(e) of the Act. Only after this 
question has been decided in the affirmative, need Respond- 
ent have grappled with the problems of protecting gas 
consumers against the certain future injury resulting from 
the operation of the facility. Respondent has not applied 
the public convenience and necessity standard of the Act 
to this primary issue. Accordingly, its opinion and order 
are deficient and must be vacated and set aside. 


C. Respondent Improperly Relied on Northern’s Helium 
Extraction Operation at Bushton as Showing That Its 
Application Here Is Required by the Public Convenience 
and Necessity 

1. Prior to Respondent’s decision issuing the certifi- 
cate in this proceeding, Northern through a subsidiary 

(Helex Company) had placed in operation a helium extrac- 

tion plant located adjacent to Northern’s Bushton com- 

pressor station. No certificate was applied for as to any 
facilities required for the operation of the helium plant. 

Respondent in its opinion here relied upon the sale to the 

United States of helium extracted at the Helex plant as 

a consideration favoring granting a certificate, stating that 

“‘eonsiderations of efficiency and economy justified their 

[i.e., natural gas hydrocarbons liquefied in connection with 

helium extraction] utilization in the form of liquid prod- 

ucts’? rather than their return to the gas stream (R. 

3708-9). 


Respondent later admitted, in response to Mid-America’s 
rehearing petition (R. 3721-2), that there was no support 
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for its finding that it was ‘‘efficient’’ or ‘‘economic’’ to 
extract the hydrocarbons rather than leave them in the 
stream in order to preserve its transmission efficiency. It 
stated, however, that while there was no evidence showing 
how much extraction was required for the helium opera- 
tions, Northern’s proposal will result in increased amounts 
of natural gas being available for helium removal if needed 
for defense or scientific purposes (R. 3780); and this was 
an ‘‘additional consideration’’ favoring authorization of 
the hydrocarbon extraction. Since the record is also de- 
void of any evidence to support this theory, and it is of 
doubtful relevance on its face, Respondent erred in placing 
even partial reliance on it. Since we cannot be sure that 
Respondent would have granted a certificate in the absence 
of reliance on the helium operation, this aspect of its 
opinion also requires remand for reconsideration. 


2. Respondent failed, additionally, to consider aspects 
of the helium operation which may have a significant bear- 
ing on this proceeding, although urged to do so by Mid- 
America. The helium extraction plant at Bushton has 
become an integral part of Northern’s transmission system 
since it is a conduit through which passes a major portion 
of Northern’s trunkline gas stream. Respondent made no 
effort to ascertain how this facility will physically affect 
Northern’s gas transmission operations or whether helium 
extraction is being conducted in a manner most efficient 
from the standpoint of the operation of the natural gas 
system. Although Northern is receiving $40 million from 
the Government under its helium contract solely for a war- 
ranty of doubtful title to the helium sold, Respondent did 
not inquire as to whether any helium allowances are being 
paid to producers by Northern and added to system gas 
purchase costs to be borne by the gas consumers. Although 


22 Limitations of space prevent further development of this point. See App. 
C, iafra, pp. 65-69 for a detailed discussion of the implications of helium 
extraction, as well as R. 1530-38, 2429; and Examination of Procurement of 
Crude Helium, Report to the Congress by the Genera] Accounting Office, 
Jan. 1963. 
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the helium and hydrocarbon extraction operations will in- 
volve a joint use of pipeline facilities, Respondent did not 
inquire as to the technical relationship of the operations 
from a cost standpoint. 


Respondent’s failure to inquire into these aspects of 
Northern’s Bushton extraction operation in this proceed- 
ing of first impression as to the attachment of a helium 
plant violates minimal standards of administrative re- 
sponsibility and requires that the matter be remanded. 


Il. RESPONDENT HAS DENIED MID-AMERICA DUE 
PROCESS IN NOT ENFORCING ITS OWN REGULA- 
TION REQUIRING NORTHERN NATURAL TO SUBMIT 
PROJECTED COSTS AND REVENUES IN SUPPORT 
OF ITS PROJECT 


A. Northern Natural Has Succeeded in Avoiding Scrutiny of 
the Actual Costs of the Proposed Project 


Respondent’s regulations (infra, pp. 61-62) provide that 
a natural gas pipeline company seeking a certificate for an 
expansion of facilities which will have a significant impact 
on its system should submit projected costs and revenues 
for the first three years of contemplated operation of the 
new facilities. 


Pipeline companies customarily prepare these cost and 
revenue estimates by taking the most recent twelve month 
cost experience from their books and adding the incre- 
mental costs and revenues of the proposed expansion to 
these most recent figures to produce cost estimates for the 
projected first three years of operation. (Of course, any 
contemplated increases or changes in the overall system 
operation during the projected first three years of opera- 
tion would also be included.) Since natural gas pipeline 
companies are required to maintain cost and revenue figures 
on a current basis in accordance with Respondent’s uniform 
system of accounts, it is feasible for them at any time to 
prepare such cost and revenue projections in support of 
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certificate applications. In fact, large natural gas pipe- 
lines, such as Northern Natural, which are continually be- 
fore the Federal Power Commission in both certificate and 
rate matters, maintain staffs of accountants and engineers 
engaged in preparing such data on a more or less continual 
basis. It is surprising, therefore, that Northern Natural, 
in filing its application in this case, did not comply with 
Respondent’s regulation. This is particularly puzzling 
since Northern Natural has complied with the regulation in 
submitting current cost and revenue estimates in support 
of every recent major pipeline expansion it has filed with 
the Commission This proceeding is to our knowledge 
the only substantial certificate case in which Northern 
Natural has not complied with this Commission regulation. 


What then did Northern do in submitting cost and rev- 
enue evidence in its Exhibits 10 and 12 (R. 2232-2234; 
2249-2944) in June 19612 Northern must have recognized 
that it was subject to this requirement since it submitted 
both systemwide and incremental cost data. However, it 
took from an earlier rate case (Docket No. G-19040 et al.) 
which had been in hearing before the Commission’s ex- 
aminer in 1960, cost and revenue estimates for the calendar 
year ending July 31, 1959, which had been submitted by 
Northern with its filing in that docket in June 1959 (R. 922- 
924, 1058; see 25 F.P.C. 431). To these out-of-date cost 
estimates, it added the incremental costs and revenues pur- 
portedly associated with the Respondent’s regulations in- 
stead of its most recent costs and revenue experience. 


Two things are immediately apparent about this evi- 
dence: (1) that it is based on cost estimates prepared three 
years earlier, not on Northern’s most recent actual ex- 
perience; and (2) that it is completely out-of-date, even 
assuming the accuracy of the estimates for 1959 conditions. 


23 Bee fn. 24, infra. Where no changes are anticipated in the second and 
third year, pipelines frequently show only first year projected figures. 
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Thus, Northern’s utility plant in service had increased 
from the time the estimates were prepared to the time it 
began to operate the extraction facility by $83 million, its 
operating costs had increased by $25 million, and its sales 
volumes had increased by 77 million Mef.* Northern 
Natural had also initiated and obtained approval of a 
number of major certificate proceedings in the interim.” 


Northern Natural has offered no real explanation as to 
why it failed to comply with Respondent’s regulations in 
this proceeding. One may surmise, however, that Northern 
did not submit projected cost and revenue estimates based 
on its most recent experience because that evidence would 
not have supported its cost assignment of 46¢ per Mef 
to the extraction facility.2* Since Northern’s book data 
must be compiled according to established accounting 


24 Based on Exhibits 10 and 12, and Northern Natural’s Annual Report 
for the year ending December 31, 1962, on file with the Federal Power 
Commission : 


1959 Estimates 
Including 
Extraction Plant 


Annual Report 
Year Ending 
Dec. 31, 1962 


Percentage 
Increase 


(Exhs. 10 & 12) 

Net gas plant 

in service $390,349,400 $473,770,899 
Gas operation and 

maintenance ex- 

pense (including 

purchased gas 

and deprocia- 

tion) $121,119,543 
Total annual 

system sales 


Peak delivery (aver- 
age three-day peak) 1,616,374 Mef 


% The 1959 estimated costs did not reflect facilities added by Northern 
Natural pursuant to Commission authorization in Docket Nos. CP61-190, 
CP61-33, CP61-34, CP61-76, CP61-99, G-18756, G-20570 and G-20571. 


$146,201,540 
478,784,800 Mef 555,681,583 Mcf 16% 


1,940,272 Mef 16% 


26 It will be recalled that Respondent ultimately ascribed a cost of 65.79¢ 
per Mef to this facility. 
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principles, and its cost allocation studies would be subject 
to scrutiny under the Commission’s established procedures 
and methods, the cost to be ascribed to the extraction 
facility—and hence its profitability to Northern—would 
stand or fall on the book data. Hence, it seems probable 
that the only way in which Northern could support its 46¢ 
per Mcf figure would be not to supply the most recent data 
from its books, but rather to go back to the out-of-date 1959 
estimates. 


The use of the 1959 estimates, together with 1962 pro- 
jected incremental costs, has made it impossible for any 
party in this proceeding to make a meaningful incremental 
cost study—a result which Northern no doubt anticipated. 
This is because the attempt to add incremental costs based 
on projected 1962 conditions to 1959 cost estimates based 
on substantially lower incremental volumes, investment 
costs and operating costs results in a meaningless mis- 
matching of costs, revenues and delivery volumes. 


Respondent virtually concedes that it is impossible to 
appraise the level of the settlement rates without adequate 
cost and revenue data (R. 3713-3714; 3780) but argues that 
the rate settlement nonetheless provides a measure of pro- 
tection until such time as Respondent can look at the matter 
in a rate proceeding—a proceeding incidentally in which 
Mid-America may not be permitted to intervene and par- 
ticipate. Given the known facts and circumstances, how- 
ever, Respondent should not have assumed that the settle- 
ment rates provided adequate interim protection without 
testing them against current costs. 


1. We have seen that since 1959 there have been signifi- 
cant changes both in the amounts and distribution of costs, 
volumes and revenues associated with the other sales on 
Northern’s system; hence, it is impossible to tell what 
costs would be assigned to those sales vis a vis the extrac- 
tion facility based on current conditions reflecting the sys- 
tem as it now exists. 
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Respondent makes much of the fact (RK. 3712-3713) that 
the cost studies of the Staff, utilities and Mid-America as- 
signed roughly the same costs to the extraction facility 
and that the settlement rates ‘‘equate’’ roughly to this cost. 
This is not surprising since the various studies employ 
the same data and basically the same allocation methods. 
Hence, the cost studies are merely cumulative, and all of 
them stand or fall on the assumption that the cost esti- 
mates prepared in 1959 are representative of 1962 operat- 
ing conditions. We have seen supra that they are not. It 
follows that these cost studies provide no real support for 
the settlement rates. 


2. It will be recalled that the rate settlement was entered 
into by the utility customers following an examiner’s de- 
cision which had assigned as cost to the plant materially 
less than even Northern had conceded could be properly 
assigned to that facility in its own evidence. As one utility 
counsel frankly conceded in oral argument before Respond- 
ent, his company had entered into the settlement as a ‘‘shot- 
gun wedding’? under the threat of the adverse examiner’s 
decision which had provided none of the safeguards pur- 
portedly available under the settlement (R. 1633-1636). 
While other utility counsel attempted to support the settle- 
ment rates as a reasonable compromise (R. 1629-1631), it 
is clear from all the circumstances that Respondent had no 
right to assume that the settlement met the standards of 
the Gas Act merely because the utilities had agreed to it. 


3. It is highly significant, in the light of Respondent’s 
established practice, that no attempt was made to sup- 
port the settlement by a cost-of-service study. While 
the existing data on the record were inadequate to permit 
preparation of a settlement cost of service, Northern could 
have supplied such data had it been required to do so. In 
considering other pipeline rate settlements, the Respond- 
ent and its Staff almost invariably have had before them 
some form of cost-of-service study purporting to support 
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the settlement rates. While such studies are not definitive 
and are not adopted and approved by Respondent, they 
provide a basis on which Respondent’s staff and ulti- 
mately Respondent itself can determine whether the 
settlement is in the ‘‘public interest”’, ive., whether the 
settlement rates approximate rate levels which would re- 
sult from a decision on the merits settling all outstand- 
ing rate issues. Respondent has frequently stated that its 
policy in approving rate settlements is to approximate 
the results which would be obtained in a decided case, 
and that a settlement can be justified in terms of expedition 
only if the resulting rates in fact closely approximate the 
result of a decision by Respondent on all outstanding issues, 
Tennessee Gas Transmission Co., 28 F.P.C. —, Docket No. 
G-11980, December 21, 1962. 


Significantly, Respondent in this case made no finding 
that the settlement rates were ‘‘in the public interest’’, 
much less required by the public convenience and necessity. 


The absence of such a finding, invariably made in other 
cases" is not accidental, but reflects the absence of any 
cost figures on which Bespondent could actually appraise 
the settlement. 


In sum, it has been impossible for Respondent to de- 
termine the actual cost impact of the extraction plant on 
Northern Natural’s system, including its utility sales, and 
ultimately on Mid-America. For this reason, it is impos- 
sible to tell whether or not the utility rates have been ad- 
justed to reflect a proper assignment of cost to the extrac- 
tion facility, or whether those rates are recovering excess 
revenues so as to provide subsidization to the extraction 
plant with a resulting injury to the utility customers and to 
Mid-America. Bespondent must rely therefore solely on 


21 The decisions are legion. See e.g., Northern Natural Gas Co., 13 F.P.C. 
773; 16 F.P.C, $03; 17 F.P.C. 770; 27 F.P.C. 915; Texas Eastern Tran#mis- 
sion Corp., 25 F.P.C. 172; Transcontinental Gas Pipe Line Corp., 24 F.P.C. 
$88; East Tennessce Natural Gas Co., 24 F.P.C. 1079. 


55 


the fact that the utilities were willing to enter into the 
settlement and that therefore it is probably ‘‘not too bad a 
deal,’ and on its purported ability to protect the parties 
in a future rate case (discussed supra, pp. 39-46). We 
have seen that utility counsel made it plain that the settle- 
ment had been agreed to in a ‘‘shotgun wedding”’ under 
the threat of the adverse examiner’s decision. Moreover, 
the utilities themselves were as much in the dark as to 
Northern’s costs as was Respondent, so that they were not 
in a position to appraise accurately their own interest. We 
have shown above that no future rate adjustments can pro- 
tect against present and continuing injury. 


Respondent’s approval of the settlement thus represents 
a complete abdication of its rate responsibilities, and the 
ultimate success of Northern’s strategem in avoiding the 
introduction of the cost and revenue information required 
by Respondent’s own regulations. 


B. Respondent’s Failure to Scrutinize Northern Natural’s 
Costs Results in a Denial of Due Process 


The failure of the Commission to follow and enforce its 
own regulations in the circumstances of this case consti- 
tuted a denial of due process to Mid-America, as well as 
to the utility customers although they cannot now com- 
plain of this because of the estoppel inherent in the settle- 
ment agreement. 


We do not know, and cannot know, whether the utility 
rates reflect an increment of unlawful subsidization of 
Northern’s extraction operation. If these rates are now 
too high, Northern is collecting from its utility customers 
amounts exceeding its cost-of-service to those customers, 
which permit it to operate its extraction facility and to sell 
its product at a price below the properly determined cost 
of that operation. Thus, it will be able to sell natural gas 
liquids in competition with Mid-America in a highly com- 
petitive market at a price which reflects unlawful sub- 
sidization. 
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Respondent (B. 3713-3714) recognizes the defects in its 
appraisal of the settlement agreement, but argues that no 
real scrutiny is necessary because this can be done later in 
rate proceedings. Since Respondent has no reparation 
powers, however, this conflicts with the basic purpose of the 
Natural Gas Act of insuring just and reasonable rates to 
gas consumers, Atlantic Refining Co. v. Public Service 
Commission of New York, 360 U.S. 378; F.P.C. v. Ten- 
nessee Gas Transmission Company, 371 U.S. 145; Public 
Service Commission of New Yorkv.FPC, App.DC. , 
287 F. 2d 146, (1960), and also virtually assures subsidized 
injury to Mid-America. See App. C, infra, pp. 72-73. 


In the first place, even assuming that Respondent’s sub- 
sequent rate adjustments could be retroactive (but this is, 
of course, not the case), any such adjustments could not 
possibly compensate for the present and continued com- 
petitive injury to Mid-America. Mid-America obviously 
cannot be compensated for the interim loss of shippers 
volumes occasioned by the fact that Northern is able to 
sell propane at an uneconomically low price. 


Secondly, the utility customers themselves cannot be 
protected down the road by any prospective rate adjust- 
ment against a misallocation of costs to the extraction 
plant. Since Respondent has not enforced its own regu- 
lations to require Northern to submit revenue and cost 
estimates on a current basis, Respondent simply is not 
in a position to know whether there is an element of sub- 
sidization in Northern’s rates. Its decision amounts to an 
educated guess that the degree of subsidization is not ““too 
bad’’, since the utilities went along with the settlement 
rates. This may be a practical way of disposing of a 
troublesome case, but it is not effective regulation under 
the Natural Gas Act. 


While an agency is not required in every case to follow 
outstanding regulations, it is bound to follow and apply 
such regulations until formally rescinded where a failure 
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to do so would result in a material loss or injury to a 
private person.** Mid-America and the utility customers 
are certainly among those entitled to the protection of the 
Commission’s outstanding regulations, which are expressly 
designed to provide the information necessary to appraise 
the impact of Northern’s non-jurisdictional business on its 
utility customers and ultimately on Mid-America. Respond- 
ent’s failure to apply its own regulations in this case, 
motivated no doubt by considerations of administrative 
convenience, will almost certainly result in substantial com- 
petitive injury to Mid-America and in unjust and unrea- 
sonable charges to natural gas customers. Hence, Respond- 
ent’s failure can, and very probably will, cause a material 
injury to private persons amounting to a denial of pro- 
cedural due process, 


Accordingly, Respondent was required to follow and en- 
force its outstanding regulation in this instance, and its 
failure to do so was error requiring a reversal by this 
Court. 


CONCLUSION 


We have demonstrated that Respondent’s order was 
based on an erroneous view of its responsibilities under 
the Natural Gas Act and is not supported by an adequate 
record. The order should be reversed and the cause re- 
manded with instructions to vacate the certificates and 


(a) order Northern and its affiliates to show cause why 
they should not be required to file applications for 
certificates of public convenience and necessity au- 
thorizing construction and operation of the extrac. 
tion facility ; 


(b) reopen the proceedings to permit Northern an op- 
portunity to submit additional evidence to establish 

% Public Service Comm, v. F.P.C., —— App. D.C. —, 2995 F. 2a 140 
(1961); Sohoot District # Fractional v. United States, 299 F oa 681, 686 
(6 Cir, 1956); N.LAB.B, v. Monsanto Chemical Co., 205 F. 24 763 (8 Cir, 
1953) ; 200 United States ex ret. Accardi v. Shaughnessy, 347 U.S. 260, 267-8, 
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that the facilities contemplated by its application in 
this proceeding, as well as any new application, are 
required by the public convenience or necessity; and 


(ec) reconsider its order in the light of this Court’s 
opinion and judgment, and the augmented record. 


Respectfully submitted, 


J. Dav Maxn, Jr. 
Wr.um W. Ross 
Morgan, Lewis & Bockius 
1120 Connecticut Avenue 
Washington 6, D. C. 


Perer W. ASHER 
Rosert R. THornton 
Mudge, Stern, Baldwin & Todd 
20 Broad Street 
New York 5, New York 


Counsel for Petitioner 
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APPENDIX A 
Natural Gas Act 


The pertinent provisions of the Natural Gas Act of June 
21, 1938, ¢. 556, 52 Stat. 821; as amended by Act of Febru- 
ary 7, 1942, ¢. 49, 56 Stat. 83; 15 U.S.C. §§ 717-717w, are 


as follows: 
* ° ° e e se e e es e 


Section 1. 


(b) The provisions of this act shall apply to the trans- 
portation of natural gas in interstate commerce, to the sale 
in interstate commerce of natural gas for resale for ultimate 
public consumption for domestic, commercial, industrial, or 
any other use, and to natural-gas companies engaged in 
such transportation or sale, but shall not apply to any other 
transportation or sale of natural gas or to the local dis- 
tribution of natural gas or to the facilities used for such 
distribution or to the production or gathering of natural 


gas. 


Section 7. 


(c) No natural-gas company or person which will be 
a natural-gas company upon completion of any proposed 
construction or extension shall engage in the transporta- 
tion or sale of natural gas, subject to the jurisdiction of 
the Commission, or undertake the construction or exten- 
sion of any facilities therefor, or acquire or operate any 
such facilities or extensions thereof, unless there is in 
force with respect to such natural-gas company a certifi- 
cate of public convenience and necessity issued by the 
Commission authorizing such acts or operations: Pro- 
vided, however, That if any such natural-gas company or 
predecessor in interest was bona fide engaged in trans- 
portation or sale of natural gas, subject to the jurisdic- 
tion of the Commission, on the effective date of this amend- 
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atory Act, over the route or routes or within the area 
for which application is made and has so operated since 
that time, the Commission shall issue such certificate with- 
out requiring further proof that public convenience and 
necessity will be served by such operation, and without 
further proceedings, if application for such certificate is 
made to the Commission within ninety days after the effec- 
tive date of this amendatory Act. Pending the determi- 
nation of any such application, the continuance of such 
operation shall be lawfal. 


In all other cases the Commission shall set the matter 
for hearing and shall give such reasonable notice of the 
hearing thereon to all interested persons as in its judg- 
ment may be necessary under rules and regulations to be 
preseribed by the Commission; and the application shall 
be decided in accordance with the procedure provided in 
subsection (e) of this section and such certificate shall be 
issued or denied accordingly: Provided, however, That 
the Commission may issue a temporary certificate in cases 
of emergency, to assure maintenance of adequate service 
or to serve particular customers, without notice or hear- 
ing, pending the determination of an application for a 
certificate, and may by regulation exempt from the re- 
quirements of this section temporary acts or operations 
for which the issuance of a certificate will not be required 
in the public interest. 

e s es ° e e ° es e e 

(e) Except in the cases governed by the provisos con- 
tained in subsection (c) of this section, a certificate shall 
be issued to any qualified applicant therefor, authorizing 
the whole or any part of the operation, sale, service, con- 
struction, extension, or acquisition covered by the applica- 
tion, if it is found that the applicant is able and willing 
properly to do the acts and to perform the service pro- 
posed and to conform to the provisions of the Act and the 
requirements, rules, and regulations of the Commission 
thereunder, and that the proposed service, sale, operation, 
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construction, extension, or acquisition, to the extent au- 
thorized by the certificate, is or will be required by the 
present or future public convenience and necessity; other- 
wise such application shall be denied. The Commission 
shall have the power to attach to the issuance of the cer- 
tificate and to the exercise of the rights granted there- 
under such reasonable terms and conditions as the public 
convenience and necessity may require. 

e e * e e e ca e 


Regulations Under the Natural Gas Act 


§ 157.5 (b) Every requirement of this part shall be con- 
sidered as a forthright obligation of the applicant which 
can only be avoided by a definite and positive showing that 
the information or data called for by the applicable rules is 
not necessary for the consideration and ultimate determina- 
tion of the application. 


(c) This part will be strictly applied to all applications 


as submitted and the burden of adequate presentation in 
intelligible form as well as justification for omitted data 
or information rests with the applicant. [18 CFR § 157.5 
(b) & (c)] 


§ 157.14(a)(16) When the estimated revenues and ex- 
penses related to a proposed facility will significantly affect 
the operating revenues or operating expenses of an ap- 
plicant, there shall be submitted pro forma statements for 
each of the first three full years of operation of the pro- 
posed facilities, showing: 

(i) Gas system annual revenues and volumes of natural 
gas related thereto, subdivided by classes of service, and 
further subdivided by sales to direct industrial customers, 
sales to other gas utilities, and other sales, indicating bill- 
ing quantities used for computing charges, e.g., actual de- 
mands, billing demands, volumes, heating content, adjust- 
ment or other determinants. In addition, if enlargement 
or extension of facilities is involved, the revenues attrib- 
utable solely to the proposed facilities shall be stated 
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separately, and the basis and data used in such computation 
shall be clearly shown. 


(ii) Gas system annual operating expenses classified in 
accordance with the Commission’s Uniform System of 
Accounts for Natural Gas Companies ; the annual deprecia- 
tion, depletion, taxes, utility income, and resulting rate of 
return on net investment in gas plant, including working 
capital. In addition, if enlargement or extension of facil- 
ities is involved, the cost of service attributable solely to 
the proposed facilities shall be stated separately with sup- 
porting data. [18 CFR § 157.14(a) (16)] 
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APPENDIX B 
F.P.C. Release No. 12,443 
(January 10, 1963) 


It is the sense of the Commission, acting upon advice 
of counsel: 


(1) That the Commission may have jurisdiction over the 
import and export of liquefied methane under section 3 
of the Natural Gas Act, over the construction of facilities 
for storage of natural gas in liquefied form by a natural 
gas company under section 7 of the Act and over rates and 
changes in connection therewith. 


(2) The Commission intends to assert its jurisdiction 
over such transactions when appropriate in the future, 
subject to decision of the jurisdictional question after a 
hearing if the Commission’s jurisdiction is contested. 


(3) No previous action by the Commission should be 
taken as suggesting the present view of the Commission 


that it does not have jurisdiction over natural gas merely 
because it is sold, stored, or transported in liquid form. 
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APPENDIX C 


Staff Brief in 
Panhandle Eastern Pipe Line Co. 
Docket No. CP63-159 


UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Docket No. CP63-159 
Pansanpie Eastern Pree Line Company 


Brief of the Commission Staff 
Introduction 


On October 2, 1961, Panhandle Eastern Pipe Line Com- 
pany (Panhandle) and National Helium Corporation (Na- 
tional)? entered into a contract whereby Panhandle would 
deliver quantities of natural gas for the removal of a 
helium-gas mixture and certain hydrocarbons, to the Na- 
tional plant to be located in the vicinity of Panhandle’s 
Liberal compressor station in Seward County, Kansas 
(Ex. 2). Subsequently, on October 13, 1961, National en- 
tered upon a contract with the United States of America 
for the sale and purchase of the helium-gas mixture. These 
contracts were entered upon following enactment of the 
Helium Act Amendments of 1960 (50 U.S.C. 167, et seq.). 
Near the end of the summer of the year 1962, construction 
of the combined hydrocarbon-helium extraction plant was 
commenced by National (Tr. 282). On December 7, 1962, 
Panhandle filed an application with the Federal Power 
Commission seeking authorization for the transportation 
of natural gas in interstate commerce for use as fuel in the 
National plant. The application is the subject of this pro- 
ceeding. 

Hearings were held on May 6, 7, and 9, 1963. At the out- 
set of the hearings, Staff stated its position that Panhandle 


1 The outstanding stock of National is owned by Panhandle (50%) and 
National Distillers and Chemical Corporation (50%) (Tr. 17). 


was delinquent in failing to apply for a certificate of public 
convenience and necessity for the transportation of gas for 
the purposes of ‘‘shrinkage’’ in the National plant, i.e. for 
the transportation of those volumes of gas which repre- 
sented the volumes to be used by National in the operation 
of its plant, as a result of the removal of hydrocarbons and 
other matter. As Panhandle’s case demonstrated, these 
volumes were anticipated to be approximately 17,000 Mcf 
per day. Staff also stated that it believed the project had 
not been presented adequately because no application had 
been filed by National for a certificate of public convenience 
and necessity for the transportation of natural gas in inter- 
state commerce, in view of the fact that virtually the entire 
Panhandle gas stream travelled through the National plant 
on its journey in interstate commerce. 


* ** The net result of the operation of the National 
plant then will not be a gain in Btu per cubic foot, but a 
loss. Furthermore, should additional hydrocarbons be ex- 
tracted at Liberal,® the lowering of Btu content of the gas 
would be reflected primarily east of Tuscola (Tr. 156). 
The net effect of the construction and operation of the Na- 
tional hydrocarbon-helium extraction plant, as proposed, 
is a lowering in the Btu content of the gas to be deliver 
to Panhandle’s consumers without concomitant benefits. 


The average Btu of all gas coming into the Panhandle 
system is 1,025 Btu per cubic foot (Tr. 137). As a result 
of the extraction of the heavier hydrocarbons at Liberal 
and Tuscola, the heating value of the gas is lowered, as 
shown above. With a given pipeline, i.e. with Panhandle’s 
existing system, less thermal energy is delivered. With 
the removal of the higher hydrocarbons, Panhandle and its 
distribution customers suffer a reduction in their ability 
to deliver energy (Tr. 254). If the heating value of the 
gas delivered by Panhandle were to be raised, the users of 


8 (Footnote omitted). 
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the gas would eventually fully utilize the higher heat con- 
tent (Tr. 255). By the same token, if inerts could be re- 
moved from the gas stream, the Btu content of the gas 
should increase, to the benefit of the ultimate consumer.® 
National will remove approximately 6,700 Mef of inert sub- 
stances per day (Tr. 154). Yet, the Btu of the gas which 
will be delivered to Panhandle’s gas customers will drop. 
The reason, obviously, is because of the extraction of sub- 
stantial additional quantities of higher, heavier hydro- 
carbons. 


The control of the amount of heavier hydrocarbons which 
may be extracted is extremely important to the consumer 
of gas. Panhandle’s tariff (Item A) provides: 


In the event the arithmetic average total heating 
value of the gas delivered by Seller to Buyer in any 
month is less than 975 or more than 1,025 Btu per cubic 
foot, the total charge for such month shall be decreased 
in proportion to the decrease below 975 or increased in 
proportion to the increase above 1,025 Btu per cubic 
foot. 


The tariff also provides that the gas should not have a total 
heating value above 1,050 or below 950 Btu per cubic foot. 
If Panhandle were to deliver its gas at or near 1,025 Btu 
per cubic foot, the charge to its customers would be no 


€%f additional nitrogen (an inert) were removed, the presently installed 
pipeline could carry combestible hydrocarbons in its place. Thus, if 100,000 
Mef of nitrogen were removed, this would have the value of an expansion 
program costing perhaps $15,000,000 (Tr. 249). In addition, removal of the 
nitrogen would have the result of lowering the specific gravity factor in the 
modified Panhandle formula and improving the supercompressibility factor. 
It would not affect the ‘‘efficiency’’ or ‘‘roughness’’ factor (Tr, 249-250). 
The net result is an increase in capacity. Under the design of National’s 
plant in this matter, however, it might be uneconomical to expect additional 
inerte to be removed, especially in view of the fact that the plant is almost 
completed. It may have been possible, at the outset, to have designed a plant 
which ultimately would have been capable of removing nitrogen economically. 
To the extent that it is an obligation of regulated public utilities to operate 
with all reasonable economies, it might have been expected that Panhandle 
would have been certain to operate in that fashion. See El Paso Natural Gas 
Co. v. F.P.C., 281 F. 2d 567, 573. 
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more than at its anticipated deliveries of about 983 Btu gas. 
True, the customers would probably require lesser quan- 
tities of gas (Tr. 217). But adjustment for that could be 
made in any rate case which Panhandle might deem it nec- 
essary to institute. At the same time, Panhandle’s capac- 
ity to deliver additional energy to its customers with its 
existing system would be increased. Thus, without addi- 
tional expensive expansion of its system, by delivering to 
its customers higher Btu content gas, within its tariff limi- 
tations, Panhandle would attain additional capacity. In 
this regard, the control which the Commission must have 
over the quality of the gas is important. Under the theory 
Panhandle proposes, such control does not exist in the Com- 
mission. Staff disagrees. It is submitted that the reason 
why the control should be asserted has been demonstrated. 
Staff submits, for the reasons hereinafter set forth, that 
the Commission has the jurisdiction to assert that control. 


It is true that there is a Congressional intent that the 
development and distribution of supplies of helium be 
fostered through individual enterprise. (See Helium Act 
Amendments of 1960, Section 15), This does not mean that 
the Commission should abdicate control over the gas stream 
containing helium to the detriment of the gas consumer. 
Indeed, if Panhandle were to contract for supplies of 
helium-bearing gas to be transported from an area which 
would make such gas uneconomical, it may be that the 
Commission should deny the certificate needed by Pan- 
handle to attach the gas. Under Panhandle’s theory, that 
Congress has eliminated the power to do this, no certificate 
need be sought. This clearly was not the Congressional 
intent. 


Panhandle intends to transport gas to National for fuel 
use—2,000 Mef per day, of which 1,000 Mecf would be used 
on a ‘‘design’’ peak day—and for shrinkage, an amount of 
17,000 Mef on a ‘‘design’’ average day (the average day 
being the same as the peak day). However, it is possible 
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that additional quantities of liquid hydrocarbons may be 
stripped from the gas if ‘‘design’’ capabilities are exceeded. 
Under Panhandle’s theory, it is possible, in addition, that 
enlargement of the plant be undertaken and that consider- 
able additional quantities of gas be stripped—the ‘‘shrink- 
age’? would not be subject to control. Under Panhandle’s 
theory, what control would be asserted? The Commission 
could not order Panhandle to stop delivering these addi- 
tional quantities to National—it would have no jurisdiction 
_so to do. It could not adopt a rate approach of crediting 
tthe revenues so obtained—the stripping is done by National 
has not Panhandle (unless the corporate veil were pierced). 
The net effect is that a company could attach to a natural 
gas pipeline by building its own connection and remove 
liquid hydrocarbons without first obtaining permission of 
the Commission, because such action would be non-jurisdic- 
tional. The ultimate consumer, that person whom the Com- 
mission must protect against exploitation by natural gas 
companies will be destined to suffer, he will bear the cost of 


receiving lower heating value gas in place of that contain- 
ing the heavier hydrocarbons. 


The National Plant 


, Panhandle’s witnesses have indicated clearly that on the 
average day almost the entire stream of gas received by 
Panhandle will be transported through the National plant 
for processing. 850,000 Mcf of the 870,000 taken by Pan- 
handle will be transported by National and processed (Tr. 
79). Even on a peak day virtually the entire stream will 
enter the National plant to be transported by National (see 
supra pp. 4 &11). This operation differs drastically from 
the operation which Panhandle cites in the Northern 
Natural Gas Company System™ (Brief pp. 20, et seq.), and 
from the Tuscola National Distillers operation. See 12 
FPC 706. Furthermore, unlike the finding by the Commis- 


13In Northern Natural Gas Co., Docket No. CP61-132, the application 
indicates that only about half of the total stream of gas would be processed 
at the Bushton, Kansas, plant. 
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sion in the Northern Natural case (25 FPC 1205), the ex- 
traction of heavier hydrocarbons is necessary, at least to 
some extent, on the Panhandle system (Tr. 251), and the 
proposed hydrocarbon-helium extraction plant becomes es- 
sential to the transportation of natural gas in interstate 
commerce, in that adequate service could not otherwise be 
maintained.“ Thus, the operation of the National plant, 
although extremely similar to the operation of other extrac- it 
tion plants is distinguishable from them. Even if not dis- 
tinguishable, it is submitted because of the factual situation 
concerning the National plant that it should be considered 
jurisdictional, and, as a result of the operation thereof, 
National will be a ‘‘natural-gas company’’ engaged in the 
transportation of gas in interstate commerce within the 
meaning of the Natural Gas Act. 


It may be that, in this instance, the National plant is 
designed primarily for extraction and not transportation. 


However, the extraction, as noted above, does improve the 
efficiency of the pipeline; the transportation of the gas by 
National, while incidental, is also essential to the movement 
in interstate commerce of virtually the entire stream of 
Panhandle gas emanating from its principal source of 
supply. The Natural Gas Act does not dictate that the 
provisions of the Act apply only when the facilities are 
designed and the function performed is primarily ‘‘trans- 
portation’’; it is set forth specifically and flatly that ‘‘the 
provisions of this act shall apply to the transportation of 
natural gas in interstate commerce.’? (Natural Gas Act, 
Section 1(b)). There is no qualification set forth in the 
Act.*¢ 


14 Upon completion and operation of the helium plant, the existing Liberal 
extraction will no longer be used (Tr. 68). 


16In Saturn Ow and Gas Co. v. F.P.C., 250 F. 2d 61, certiorari denied, 
355 U.S, 956, the Court found that facilities necessary to effect a sale of gas 
in interestate commerce are within the jurisdiction of the Commission, Facil- 
ities necessary to effect a transportation of gas in interstate commerce should 
aleo be jurisdictional. 


j 
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The physical facts in this case are plain. The gas will 
move, physically, in a continuous flow (Tr. 88) from Pan- 
handle’s interstate lines through the high pressure pipeline 
built by National (Tr. 274) and back into the Panhandle 
system’s jurisdictional facilities at the Liberal compressor 
station™ (Tr. 87). This is not a case where only a small 
part of the gas stream moves through the extraction facili- 
ties—or even e stre én operative, virtually 
the entire-stream of Panhandle’s gas will move through 
the National facilities. On an average day, 850,000 Mef of 
the total $70,000 Mef will pass through National’s lines. 
The alternative of moving the gas through National’s facili- 
ties would be to flow the gas directly into the Liberal com- 
pressor station either through existing jurisdictional facili- 
ties or by constructing a section of pipeline across the road 
separating the National plant from the compressor station 
(Tr. 87), and into that station. Those facilities would be 
jurisdictional. Why not the National facilities? The physi- 
cal facts dictate that jurisdiction is present. 


In Panhandle Eastern Pipe Line Co. v. F.P.C., 232 F. 2d 
467, the Court stated that the Commission ‘‘does have the 
duty of protecting the public interest by preventing a 
natural gas company from using facilities subject to the 
Commission’s jurisdiction for a purpose impairing ability 
to provide adequate and reasonable natural gas service to 
existing customers.’’ 232 F. 2d at 471. Panhandle argues 
that under the contract (Ex. 2), National is required to 
deliver the gas at the same pressure as received and at a 
sufficiently high Btu content to enable Panhandle to blend it 
with other gases at Liberal so that the Btu content of the 
gas leaving the Liberal compressor station is 975 Btu. 
Thus, it says, service to its customers is not impaired. Its 


17‘‘The transportation, sale and delivery constitute an unbroken chain, 
fundamentally interstate from beginning to end, and of such continuity as to 
amount to an esatblished course of business.’’ Missouri v. Kansas Natural 
Gas Co., 265 US. 298, 309. 
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tariff, it notes, permits the delivery of 975 Btu gas at the 
same rate as 1,025 Btu gas. It further notes that the tariff 
permits the extraction of liquid hydrocarbons. This is true. 
But does this mean that the Panhandle system should not 
be operated to the best interest of the consumer wherever 
possible? Should Panhandle and its affiliates be given a 
free hand to determine what, in their opinion, is to the best 
interests of the company and the consumers? Panhandle 
has cited its contract to indicate that there would be no 
impairment of service. But this contract with its affiliate 
is obviously subject to revision.* If jurisdiction is not 
asserted over either the transportation of ‘‘shrinkage’’ 
volumes or the transportation of gas by National, what con- 
trol exists in the Commission to assure that adequate and 
reasonable natural gas service is provided to existing cus- 
tomers? It is entirely possible, if the revenues derived 
from extraction of liquids became sufficient to justify such 
action, that Panhandle would cause excessive liquids to be 
extracted with the result that the gas leaving the National 


plant would be 950 Btu or lower. In such event, without 
jurisdiction to prevent it, how would the Commission meet 
its ‘‘duty of protecting the public interest?”’ 


The answer is simple. Unless the Commission asserts 
its jurisdiction, which it legally has under the Natural Gas 
Act, the Commission can not be certain that the consumer of 
gas will not be exploited by these natural gas companies. 


Rate Considerations 


The removal of heavier hydrocarbons from the natural 
gas stream, as would be accomplished in the National plant, 
will have a definite impact on the energy delivered by Pan- 
handle to customers downstream of the extraction plant. 
With heavier hydrocarbons in the gas stream, flow is re- 


18 There is no bar to Panhandle and National renegotiating a contract 
prior to the end of the term of contract. E.g. See application of Panhandle 
to amend ita certificate in Docket No, G-2047 where Panhandle and National 
Distillery renegotiated the contract for the extraction plant in Tuscola, 
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duced, but the reduction in flow is less than the increase 
in heat content (energy). With a given pipeline, more 
energy may be transmitted if heavier hydrocarbons extrac- 
tion does not take place. Thus, when heavy hydrocarbons 
are removed, the pipelines of Panhandle and its distribu- 
tion customers suffer a reduction in their ability to deliver 
energy. Of course, ‘‘any well run pipeline shouldt extract 
enough hydrocarbons to prevent condensation’”’ (Tr. 254). 
But, if the heating value of the gas delivered to its custo- 
mers by Panhandle were raised, the users of the gas would 
ultimately effectively use the heat content. The higher heat 
content of the gas would require the purchase of fewer feet 
of gas to accomplish the same heating purpose. Con- 
versely, customers using lower Btu gas will necessarily use 
more than if they were purchasing higher Btu gas (Tr. 
217.). Thus, there is a decided benefit to consumers in lim- 
iting the amount of heavy hydrocarbons which may be 
extracted by a pipeline. 

. e id ® e o e a ° es 


The average Btu of the gas inputs into Panhandle’s sys- 
tem is about 1,025 Btu per cubic foot. The average Btu 
per cubic foot of the gas which will be sold by Panhandle 
to its jurisdictional customers under the design presented 
by Panhandle in these proceedings is about 983 Btu. The 
difference between the average Btu of gas input and sold 
is a result of the extraction of liquid hydrocarbons at Na- 
tional’s plant, at Tuscola and at Sneed. 


Panhandle’s customers, serving the consumer of natural 
gas whom the Commission has the duty to protect, must not 
pay for service which they do not receive. The record of 
this case shows conclusively that Panhandle’s customers 
will be receiving gas with a lower Btu content as a result 
of the operation of the National plant; the record also 
shows that Panhandle’s cost of operating its pipeline in 
transmitting energy values to its customers will be higher 
as a result of the extraction of liquid hydrocarbons at the 
National plant than it would be if extraction of similar 


73 


proportions did not take place. The protection of the con- 
sumer requires that additional rate consideration should 
be given at the time any certificate of public convenience 
and necessity is issued and not at some future date in some 
future possible rate case. 


The allocation method used must necessarily reflect the 


system before t cess becomes operative and 
after the extracti ; it should not be based 


merely upon the facilities used to transport the gas to the 
National plant for extraction. As demonstrated above, 
the impact of the expansion is not felt solely upon the 
facilities needed to gather the additional gas purchased or 
produced for transportation to the extraction plant. 
Rather, upon extraction of heavy hydrocarbons and lower- 
ing of the Btu content of the gas, additional capacity is 
necessary to transport the larger volumes of gas required 
to bring equivalent energy to the customers. This effect 


upon the pipeline must be reflected in any allocation of 
costs. 


Such an allocation may be most difficult to assess. Staff 
posits that the proper determination of the rates to be paid 
by Panhandle’s consumers will necessarily reflect a credit- 
ing of revenues received to the cost of service. The ‘‘reve- 
nues received’? should not be limited to the 34.58 cent per 
Mef which Panhandle receives from its affiliate, National, 
but rather, should include the revenues actually received 
for the sale of liquid hydrocarbons. At such time as the 
Commission asserts jurisdiction over the transportation of 
those volumes of gas to be used in the ‘‘shrinkage’’ proc- 
ess, the Commission should give careful consideration to 
this method of consumer protection. 


Conclusion 


In view of the foregoing, the Commission Staff recom- 
mends that the following action be taken by the Examiner 
and the Commission: 


1) A certificate of public convenience and necessity should 
issue to Panhandle for the transportation of no more than 
2,000 Mef/d of gas for fuel consumption in the National 
plant upon the following conditions: 


(a) That Panhandle present and successfully prose- 
cate an application for a certificate of public conven- 
jence and necessity to transport ‘‘shrinkage’’ volumes 
for consumption in the National plant. 


(b) That National present and successfully prose- 
cute an application for a certificate of public conven- 
jence and necessity to transport natural gas in inter- 
state commerce. 


(c) That the Commission adjust Panhandle’s rates 


to reflect a crediting to the cost of service of revenues 
received for the sale of liquid hydrocarbons extracted 
at the National plant. 


2) Upon the assertion of jurisdiction as recommended in 
paragraphs 1(a) and 1(b), above, that the Commission im- 
pose a strict limitation on the amounts of liquid hydro- 
carbons which may be extracted from the Panhandle gas, 
moving in interstate commerce, in the future. 
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COUNTERSTATEMENT OF QUESTIONS PRESENTED 


1. Whether petitioner, a pipeline common carrier of 
liquid hydrocarbons, has standing, without allegation or 
proof of injury, to review the Commission’s grant of a 
certificate of convenience and necessity for facilities to 
connect a regulated natural gas pipeline to a hydrocarbon 
extraction plant of the gas company’s subsidiary. The 
subsidiary will deliver the hydrocarbons to its customers 
through its own private carrier liquid hydrocarbon pipe- 
line which, to some extent, will parallel petitioner’s pipe- 
line, but will not compete with it for common carriage 
business. 

2 Whether the Commission erred in holding that a 
certificate of convenience and necessity was not required 
for the hydrocarbon extraction plant, which is not claimed 
to be, and which the Commission found not to be, essen- 
tial, and which makes no significant contribution, to the 
transmissibility of the natural gas from which the hydro- 
carbons are to be extracted. 

3 Whether the Commission gave due consideration to 
the factors relevant to the determination of public con- 
venience and necessity. 

4. Whether, notwithstanding its failure to object until 
after the hearings were concluded, petitioner was denied 
due process by ‘a) the use of 1960 cost figures on which 
all parties, including petitioner, relied ( the application 
itself having been filed November 1, 1960) and (b) the 
submission by the applicant of cost estimates for only 
the first year of the extraction plant’s operations which 
the Commission held was proper in light of its unchal- 
lenged finding that the volume of gas treated would be 
the same in each of the first three years. 
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v. 


FEDERAL POWER COMMISSION, RESPONDENT 
NORTHERN NATURAL GAS COMPANY, INTERVENOR 


On Petition to Review Orders of the Federal Power 
Commission 


BRIEF FOR RESPONDENT FEDERAL POWER 
COMMISSION 


COUNTERSTATEMENT OF FACTS 


On November 1, 1960 (R. 2674) Northern Natural 
Gas Company (hereinafter “Northern”) applied for a 
certificate of convenience and necessity, pursuant to Sec- 
tion 7(c) of the Natural Gas Act (52 Stat. 825, 15 U.S.C. 
717£(c)), for the construction of facilities for the sup- 
ply of up to 900,000 Mcf per day of natural gas to its 
wholly-owned subsidiary, Northern Gas Products Co. 
(hereinafter “Products Co.”) at Bushton, Kansas, which 


(1) 


2 
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would extract liquid hydrocarbons! (R. 12) and return 
the balance of the gas to Northern’s pipeline. Northern 
proposed to charge Products Co. 46 cents per Mef for all 
gas used or consumed by the latter in the extraction proc- 
ess (tbid.)? 

Products Co. proposed to build a pipeline, for the pri- 
vate carriage of its liquid hydrocarbons, running from 
the extraction plant to terminals in Nebraska, Iowa, Min- 
nesota and Illinois (R. 138). By contract (Ex. 49) 
Phillips Petroleum Co. has agreed to purchase the bulk 
of the hydrocarbons (about 162,000,000 gallons of pro- 
pane annually) ; about 20,000,000 gallons of liquid prod- 
ucts annually would be purchased by an affiliate of North- 
ern and about 9,000,000 gallons annually would be sold 
to others (R. 788-789). 

Mid-America Pipeline Company (hereinafter “Mid- 
America”), petitioner herein, does not own, sell or ship 
liquid petroleum products but is merely a common car- 
rier thereof. Its pipeline runs from New Mexico and 


Texas, where it is connected with 28 extraction plants, 
to Minnesota and Wisconsin, serving a 9-state area in the 
northern mid-west (R. 28). 

The Commission allowed or noted the intervention of 
27 interveners, including Mid-America (R. 3104). No 


2 Propane, normal butane, isobutane and natural gasoline (R. 
135). 


2 The extraction would result in a shrinkage in gas of approxi- 
mately 27,000 Mcf and would utilize as fuel approximately 9,000 
Mcf per day (R. 136). Northern’s estimated reserves as of De- 
cember 31, 1960 amounted to 12,721,253,000 Mcf (R. 69, 73). 


Public Service Commission of Wisconsin; Iowa Power and 
Light Company; Minnesota Valley Natural Gas Company; Inter- 
state Power Company; Iowa Public Service Company; Iowa-Illinois 
Gas and Electric Company; Northwestern Public Service Company; 
lowa Southern Utilities Company; Northern Illinois Gas Company, 
Northern States Power Company (Minnesota) and Northern States 
Power Company (Wisconsin); Minneapolis Gas Company; City of 
Minneapolis, Minnesota; Iowa Electric Light and Power Company; 
Western Power & Gas Company; Mid-America Pipeline Company; 
State of Minnesota; Wilmar Gas Company, Incorporated: Greeley 
Gas Company; Nebraska Natural Gas Company; City of Duluth, 
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shipper (as distinguished from Mid-America, a common 
carrier) of liquid hydrocarbons sought or was granted 
leave to intervene. 

Mid-America filed a motion with the Commission for 
the issuance of an order to show cause why Northern 
and Products Co. should not be required to apply for a 
certificate of convenience and necessity for the construc- 
tion of the extraction plant and appurtenant facilities 
(R. 3075). This was denied (R. 3107), as was its ap- 
plication for rehearing (R. 3122, 3140). It filed a peti- 
tion for review in this Court (No. 16694) which was 
dismissed as premature on January 26, 1962. 

Northern’s evidence purported to show a cost of 45.3¢ 
per Mef properly allocable to the extraction plant (R. 
3426). Mid-America contended for an allocation of 
$1.0007 per Mcf (R. 3428), but this was based on an im- 
proper method of allocation (R. $713, fn. 16).4 Other 
interveners thought a proper cost allocation should be 
59.4¢ per Mcf (ibid.). The Examiner found that the 
cost of service to the plant properly was 55.2¢ per Mef 
(R. 3482). 

Northern originally had proposed rate reductions to 
its jurisdictional customers in the amounts of 6¢ and 
48¢ per Mef respectively in the demand and commodity 
charges (R. 3432). The interveners, other than Mid- 
America, sought reductions of from 8.2¢ to 18.7¢ per 
Mcf in the demand and from .735¢ to S7e per 


Minnesota: Superior Water. Light and Power Company: City of 
Saint Paul, Minnesota; North Central Public Service Co.: Metro- 
politan Utilities District of Omaha: Austin Utilities of the City of 
‘Austin, Minnesota; and Board of Trustees of the Municipal Gas 
Utility of the City of Cedar Falls, Towa. 

The Commission’s order expressly provided “that the admission 
of these interveners shall not be construed as recognition by the 
Commission that they or any of them might be aggrieved because 
of any order or orders of the Commission entered in these proceed- 
ings” (R. 3106). 


“On the basis of the allocation method approved by the Com- 
mission, Mid-America computed a cost of 66.6¢ which, however, 
was too high because based on an overestimation of peak day addi- 
tional deliveries (R. $713). 
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Mef in the commodity charge (R. 3433). The Examiner 
found a demand reduction of 8.4¢ and a commodity re- 
duction of .50¢ to be appropriate (ibid.). 

By contrast, Northern had made an offer of settlement, 
which, as amended prior to the Examiner’s decision,® had 
proposed a $1,000,000 reduction in Northern’s revenues 
from jurisdictional rates (calculated to equal 5.5¢ per 
Mef (R. 3400)), together with further reductions of 10¢ 
and .76¢ per Mef respectively in the demand and com- 
modity charges (R. 3236-3240, 3274-3278, 3333-3334). 
On this basis the cost allocated to Products Co. was 65.79¢ 
per Mcf (R. 3713). 

After the Examiner had rendered his decision Northern 
filed an agreement of settlement with all its utility cus- 
tomer interveners (R. 3466). In addition to the terms 
of the earlier offer the agreement further provided for 
adjustments in the event that the heating volumes of the 
gas should fall below either 975 or 985 Btu’s (R. 3478- 
3479). 

Mid-America, in addition to its argument as to cost- 
allocation, contended that it is adequately serving its 
market with liquid hydrocarbons, that it would be sub- 
jected to unfair competition ® by Products Co. in areas 
relatively close to Mid-America’s terminals because North- 
ern would be selling gas to Products Co. at a price below 
Northern’s cost of the service, that Mid-America being 
itself a regulated public utility, wasteful duplication of 
utility facilities, contrary to public policy, would result 


+The first offer was made October 19, 1961. It was modified on 
October 30, 1961. The offer was again modified on November 14, 
1961. Only one of Northern's customers rejected the offer as so 
modified and four asked for a conference without indicating ac- 
ceptance or rejection (R, 2333-33234). All these offers preceded the 
Examiner’s decision (June 2%, 1962) by more than six months. 
Since 15 of Northern's customers had expressly accepted North- 
ern’s offer (R. 3294, 3306-3210), and only one had rejected it, Mid- 
America’s suggestion (Br. 7) that the utility customers were 
bludgeoned by the Examiner's decision into accepting a later and 
even more favorable offer is, to say the least, misleading. 


© Mid-America, however, did not show its shippers’ hydrocarbon 
costs or selling prices. 


5 


from Northern’s proposal and, finally, that Northern had 
failed to show that the facilities for the extraction and 
transportation of the liquid hydrocarbons were required 
by the public convenience and necessity (R. 3403-3404). 

The Examiner made detailed findings on these points. 
He found that the import requirement in Mid-America’s 
marketing area was 4,791,000 gallons daily and that this 
was large enough to support Mid-America’s daily capacity 
of 2,600,000 gallons plus Products Co.’s first year pro- 
duction of 533,288 gallons per day (R. 3417-3418). More- 
over, the Examiner found that this market was an ex- 
panding one, the Bureau of Mines having reported a 
10.8 percent increase in sales from 1959 to 1960 alone in 
that area, and that the existence of service by local re- 
fineries and plants, railway tank cars and another pipe- 
line had not deterred Mid-America from building its own 
pipeline (R. 3415-3417). 


The Examiner further pointed out that (R. 3417): 

* * © Products’ proposed transportation and terminal 
charges for points north of Bushton are substantially 
higher than those in Mid-America’s system north of 
[nearby] Conway, and that Mid-America fails to con- 
sider in any degree the possible effect of the relative 
raw material costs of propane shipped on its system 
and production costs at Products’ plant, which may 
be as much as 1.64 cents per gallon. [Footnote 
omitted. ] 


Finally, the Examiner noted that there was no evidence 
that any of Mid-America’s shippers, none of whom had 
intervened, were concerned about the Products Co. project 
(R. $418) .7 


? Mid-America had also requested that Northern's application be 
denied because it had commenced or completed construction of 
certain facilities without first applying for a certificate of con- 
venience and necessity (R. 3815), Both the Examiner CR. $439- 
3440) and the Commission (R. S714-S715) found that the re- 
quested sanction would not be warranted. Mid-America raises this 
issue in its Statement of Points (Br. 9) but does not argue ati 
and we therefore believe that this point, involving an exercise of 
discretion, must be deemed to have been abandoned. 
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On December 28, 1962, the Commission issued Opinion 
No. 374, here under review, modifying and adopting in 
part the Examiner’s initial decision (R. 37038). It 
granted the certificate of convenience and necessity and 
approved the settlement agreement, pointing out that, 
using the Examiner’s cost allocation method, which it also 
expressly approved, the agreed reductions in charges 
equaled an allocable unit cost to Products Co. of 65.79¢ 
per Mcf (R. 3712-3713) as against lower allocations by 
the Examiner, twelve of the utility interveners, and the 
staff. It was less than 1l¢ short of the 66.6¢ computed 
by Mid-America itself on the basis of the approved allo- 
cation method (ibid.),* a figure that was found to be 
excessively high because it overestimated peak day de- 
liveries (R. 3713). The Commission imposed conditions 
subjecting the rate adjustments to determinations in fu- 
ture proceedings by the Commission under the Helium 
Act Amendment of 1960 and requiring Northern, for 
purposes of future proceedings, to attribute to natural 
gas deliveries to Products Co. a cost equal to the product 
of 65.79¢ times the volume for the 12 month period (R. 
3717). 

To determine the question of public convenience and 
necessity the Commission considered and found satisfac- 
torily established the “conventional elements of gas sup- 
ply, financing, facilities, markets, economic feasibility and 
rates”, noting, however, that “in a certificate proceeding 
we need not determine the ‘just and reasonable’ rate for 
the service” (R. 3706-3707). It found, and its findings 
are not challenged, that the record showed that North- 
ern’s reserves and compressor capacity were adequate to 
meet the demands of the extraction service (R. 3707), 
that the financing was satisfactory and that the project 
was economically feasible since Products Co. had made 


*As noted earlier, Mid-America had contended for a unit cost 
allocation of $1.0007 per Mef, but this was based on a straight Btu 
method of allocation which the Commission held to be improper 
(R. 2713). 
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a long term contract for the purchase of the gas (R. 
8708). 

In addition, the Commission noted that the Govern- 
ment had contracted with Northern, under the Helium 
Act Amendment of 1960, 50 U.S.C. 167, for the pur- 
chase of helium extracted from Northern’s gas stream at 
Bushton, that the liquids had to be extracted from the 
gas in order to remove the helium and that “considera- 
tions of efficiency and economy justify their utilization 
in the form of liquid products * * * rather than return- 
ing them to the gas stream” (R. 3708-3709). 

The Commission further noted that the issue, posed 
by Mid-America as to the public need for Products Co.’s 
hydrocarbons, was not based on any claimed violation 
of the antitrust laws or threat to national defense. The 
Commission held that “there is no public policy which 
guarantees a minimum market” to Mid-America and, 
accordingly, that the competitive impact of the non- 
jurisdictional sales of liquid hydrocarbons was not rele- 
vant to the question of the public convenience and neces- 
sity for the sale of natural gas to the extraction plant 
(R. 3709-3710). In any event, the Commission added 
that the record supports the Examiner’s finding that 
there is a market for the liquid hydrocarbons and that 
the hydrocarbon operation is economically feasible (R. 
3710). 

With respect to Mid-America’s objection to Northern’s 
failure to submit evidence as to second and third year 
operations and to its use of 1960 costs and volumes, 
presented in its most recent case in Docket No. G-19040, 
adjusted to reflect the incremental costs of the service to 
Products Co., the Commission noted that Mid-America 
had failed to make this objection at the hearing and 
that the objection therefore came too late (R. $710- 
$711). Nevertheless, the Commission said (ibid.): 


We conclude that the record is adequate to permit 
determining that a certificate as conditioned herein 
is supported by a reasonably proper cost allocation 
and otherwise. Respecting Northern’s second and 
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third year operations, it appears that during such 
years Northern will process the same volume of gas 
(900,000 Mcf per day) that it will during the first 
year, so evidence of second and third year operations 
would be unnecessary. For purposes of this proceed- 
ing, it is acceptable to use the most recently avail- 
able 1960 cost and other data from Northern’s con- 
current Docket No. G-19040 rate proceeding. This 
was done in the cost allocation studies of the utility 
customers (Exhibits Nos. 41 and 42 and related 
testimony), which contain the adjustments they think 
necessary. The utility customers strongly contend 
that their evidence Si goa a certificate with the 
conditions specified in the Settlement Agreement. In 
addition, we have the examiner’s cost allocation, and 
finally Mid-America’s—a total of five cost alloca- 
tions in this record. This is sufficient for present 
purposes, where we are only using the cost alloca- 
tions presented as a reference in determining the 
appropriateness of the Settlement Agreement. More- 
over, as pointed out hereinafter, we need not finally 
determine the matter of cost allocations in this pro- 
ceeding under Section 7 of the Act. This issue is 
more properly before us in Sections 4 and 5 Re 
ceedings. (South Georgia Natural Gas Co., 22 FPC 
211, 214.) Significantly, Mid-America did not ser- 
jously object at the hearing that the record is in- 
adequate, and in such circumstances we should not 
permit this claim to be saved and advanced after 
the hearing is over. [Footnote omitted.] 


Mid-America applied for rehearing (R. 3720). The 
order denying rehearing said in part (R. 3781-3782): 


* * * We are not at this time determining the just 
and reasonable rates to Northern’s customers nor the 
proper allocation of costs to the Products Company 
operation. Rather, we have before us an application 
for a certificate under Section 7 in which it is our 
duty to determine whether the over-all terms of the 
certificate are required by the public convenience 
and necessity. Insofar as this test concerns rates, 
it is necessarily more circumscribed than a deter- 
mination of just and reasonable rates under Section 
4 or 5. In concluding that the provisions for rate 
adjustments in the Settlement Agreement are re 
quired by the public convenience and necessity, we 
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noted that they were based on the cost allocation 
method approved by the examiner which we found to 
be reasonable, upon an average Btu content which 
we found to be fully supported by the record, and 
upon a further reduction of 5.5 cents per Mcf in 
the demand charge to compensate in an amount of 
approximately one million dollars annually the cus- 
tomers of Northern for alleged pre-emption of cheap 
expandability, which we also found to be reasonable. 
We determined that this reduction translated into a 
unit cost allocable to Products Company of 65.79 
cents. We further found the comparable cost pro- 
posed by Mid-America of $1.007 [sic] was based on 
an improper method of Btu allocation and that its al- 
ternate proposal of 66.6 cents was based on an er- 
roneous assumption as to deliveries on peak days to 
Northern’s customers. On the basis of all of these 
findings, we concluded and here reaffirm that the 
settlement figure constitutes a reasonable provision, 
supported by the record, to ensure that Northern’s 
utility customers would occupy at least as good a 
position after Products Company commences opera- 
tions as before, and therefore this element of the 
application satisfied the requirements of the public 
convenience and necessity. 


SUMMARY OF ARGUMENT 


1. Mid-America is not aggrieved. The order under 
review, if it has any impact at all on Mid-America, is 
so remote therefrom as to place on Mid-America the 
burden of showing resultant substantial injury. The 
order merely enables Northern to supply gas to Products 
Co., which will extract liquid hydrocarbons and deliver 
them to Phillips Petroleum Co. and other customers 
through its own private pipeline. The fact that this 
pipeline will somewhat parallel Mid-America’s pipeline 
is of no consequence, since Mid-America is not a pro- 
ducer, seller or shipper of hydrocarbons, being only a 
common carrier for hire. Injury to Mid-America can 
only come, therefore, from loss of sales by its shippers, 
resulting in a reduction of Mid-America’s transportation 
business. But Mid-America has shown no comparative 
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prices or other competitive factors and no present or 
prospective loss of sales to its shippers, none of whom 
has intervened. Its utmost claim, that it cannot know 
whether the extraction operations are being subsidized by 
inadequate cost allocations, is far too insubstantial and 
speculative to support a claim of injury. Since it has 
neither alleged nor proved injury, the touchstone of ag- 
grievement, it is without standing to roam afield and 
rake the record in search of error. 

The question of standing apart, Mid-America’s objec- 
tions are without merit. 

2. (a) The Commission properly determined that a 
certificate of convenience and necessity is not required 
for the extraction plant, since the plant is not essential 
to, nor does it aid in, the transmissibility of the gas and 
since, without its certification, the consumers of gas can 
be, and have been, protected by the allocation of costs 
to it and by the imposition of conditions to the certifca- 
tion of the connecting facilities. (b) The Commission’s 
determination here is consistent with its past decisions. 
(ce) The judicial precedents relied on by Mid-America 
held that the Commission could allocate costs and reve- 
nues of operations that were not subject to the Com- 
mission’s jurisdiction. Mid-America erroneously reads 
them as holding that the extraction plants involved in 
such operations were jurisdictional in the sense that a 
certificate is required therefor, a question that none of 
the cases involved. 

3. Mid-America questions the Commission’s considera- 
tion of the public convenience and necessity, not with 
respect to the sale of the gas itself, but rather with 
respect to the sale of the liquid hydrocarbons in Mid- 
America’s marketing area. Since no anti-trust or other 
public policy question was raised or involved and since 
the Commission is without jurisdiction of the liquid hydro- 
carbon business, the Commission correctly held that this 
was beyond the scope of the inquiry. In any event, the 
Examiner found that there was a market for the hydro- 
carbon project and that it was economically feasible, and 
the Commission approved these findings. 
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4. The Commission properly held that Mid-America’s 
due process objections, withheld until after the conclusion 
of the hearings, came too late. In any event, there is no 
merit to the objections based on claims (a) that stale cost 
data was used, although 1960 data supported both the 
application filed in November 1960 and the exhibits in- 
troduced at the hearings, which began and were con- 
cluded in 1961; (b) that the use of cost estimates for 
only the first year of operations was in violation of the 
Commission’s regulations, notwithstanding that the regu- 
lations expressly permit this; and (c) that the cost and 
revenue evidence was not as comprehensive as that which 
would be appropriate in a full dress rate proceeding, al- 
though this is a certificate proceeding, which, it is well 
settled, does not require such extensive evidence. 


ARGUMENT 


I. Mid-America Is Not Aggrieved By the Commission’s 
Action and Therefore Is Without Standing To Seek 
Or Obtain Judicial Review 


Section 19(b) of the Natural Gas Act, 15 U.S.C. 
717r(b), provides in relevant part that “Any party to a 
proceeding under this Act aggrieved by an order issued by 
the Commission in such proceeding may obtain a review 
of such order * * *”. The problem ever present in the 
determination of aggrievement has been well-stated by 
this Court in Philco v. F.C.C., 103 AppDC 278, 257 F. 
2d 656, 658-659, certiorari denied, 358 U.S. 946: 


* * * Drawing the “party in interest” * line is a dif- 
ficult process. Commission and courts are called 
upon to exercise a judgment upon the facts of cases 
as they arise. On the one hand sufficient breadth 
must be given to “party in interest” to permit those 
seriously affected to participate in the administra- 


5“A ‘party in interest’ is one who is ‘aggrieved or whose 
interests are adversely affected’. §402(b). Camden Radio, 
Inc. v. Federal Communications Commission, 94 U.S.App. 
D.C. $12, 220 F. 2d 191.” Metropolitan Television Co. v. 
United States, 95 U.S.App.D.C. 326, 327, 221 F. 2d 879, 880. 


tive and judicial proceedings, without on the other 
hand placing the proceedings beyond control of the 
public tribunals. * * * 

Although it is difficult to distill from the case-by-case 
Gecisions generalized rules that promptly give a yes-or-no 
answer to the question of standing, we believe that there 
are cases, and this is one, that are so clearly over the 
line as to pose no real problem. 

Mid-America is a “party to [the] proceeding under this 
Act”, having been permitted to intervene as such by the 
Commission. But this permission to intervene was 
granted upon the express condition that “the admission 
of these interveners shall not be construed as recognition 
by the Commission that [it] might be aggrieved because 
of any order or orders of the Commission entered in these 
proceedings” (R. 3106). As the statute makes clear, a 
party to a Commission proceeding cannot secure review 
of any Commission order unless it is aggrieved thereby. 
See, Panhandle Eastern Pipe Line Co. v. F.P.C., 219 
F. 2d 729, 730 (CAS), certiorari denied, 349 U.S. 945. 
And as we shall show under the governing law, Mid- 
America has utterly failed to show, or even allege, that 
it is likely to suffer injury as a result of the Commis- 
sion’s action here so as to qualify it as an aggrieved 
party entitled to judicial review. 

The conclusive factor is actual, or at least reasonably 
probable and substantial, injury without which, as we 
shall show, there can be no aggrievement. A further 
factor is the directness or immediacy of the impact of the 
contested agency action, for the more remote the im- 
pact, the greater the burden of showing the causality of 
the action and the substantiality of the claimed resultant 
injury. Thus, in United States Cane Sugar Refiners’ 
Ass’n. v. McNutt, 188 F. 2d 116, 120 (CA2), the Court, 
pointing out that the adverse effect of the regulations 
must be “of sufficient immediacy and reality”, said: 


* * * The adverse effect must be a result that is not 
only reasonably sure to follow the enforcement of 
the regulations but will be “something more than 
nominal or highly speculative. * * * ” 
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And in National Coal Ass’n. v. F.P.C., 89 AppDC 135, 
191 F. 2d 462, 465, this Court, in distinguishing the 
Sugar Refiners’ case, noted that the injury claimed 
therein: 


* © © was neither substantial, direct nor immediate 
and hence did not bring petitioners into sufficiently 
close relationship to the subject matter of the order 
to permit them to “vindicate the public interest”. 

Mid-America is a common carrier for hire of liquid 
hydrocarbons which it does not itself own, ship, or sell. 
It is concededly not in any sense in competition with 
Northern’s natural gas pipeline.” It claims to be ag- 
grieved because Products Co.’s pipeline will to some 
extent parallel its own. But the Products Co. pipeline 
will be a private carrier, not held out to the public for 
common carriage, and will transport Products Co.’s own 
hydrocarbons to Phillips Petroleum Company and other 
purchasers. Products Co.’s operations therefore can only 
injure Mid-America, if at all, by depriving Mid-America’s 
shippers of some sales of hydrocarbons, which might 
result in some reduction of Mid-America’s transportation 
business. 

Even assuming, arguendo, that Mid-America can 
claim any agegrievement at all from an impact as remote 
and indirect as this one, it has the burden of making a 
convincing showing, and not by mere speculation, that 
there is at least a real likelihood that it will suffer 
substantial injury. Mid-America has wholly failed not 
only to prove but even to allege such injury. 

1. Mid-America’s allegations of injury are utterly in- 
adequate to get it over the judicial threshhold. As this 
Court said in Cincinnati Gas & Electric Co. v. F.P.C., 
101 AppDC 1, 246 F. 2d 688, 691: 


It is * * * essential first to examine the allega- 
tions and arguments of the petitioners as to how 


*Nor does it have any direct interest or concern in Products 
Co.’s extraction plant. Were Products Co.’s hydrocarbons to be sold 
elsewhere than in Mid-America’s marketing area, Mid-America 
obviously would not have the slixhtest interest in the operation. 
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they are aggrieved * * * to ascertain whether they 
have the standing to seek review upon which our 
jurisdiction depends. * * * 
Nor are mere general allegations sufficient; they must 
rest upon allegations of fact that support them. Thus, in 
Panhandle Eastern Pipe Line Co. v. F.P.C., supra, 219 F. 
2d at 730-731 (CA8), the Court dismissed a petition for 
lack of standing, saying: 

Panhandle maintains that in its petition for re- 
view it expressly alleges and shows that it is an ag- 
grieved party. In two places of that petition it does 
state flatly that it is aggrieved by the order and 
opinion. However in its detailed exposition of the 
situation about which it complains no factual allega- 
tions are given which support the contention that it 
is aggrieved. The naked assertion is not enough. * * * 

Finally, the injury alleged “must be something more 
than nominal or highly speculative” and must be “prob- 
able injury of a substantial character”. National Broad- 
casting Co. v. F.C.C., 76 AppDC 238, 132 F. 2d 545, 548, 
affirmed, 319 U.S. 239. 


Mid-America’s petition is bare of any allegation of in- 
jury, and its brief merely argues (Br. 5): 


Northern and its subsidiary, Northern Gas Prod- 
ucts, proposed to ship about 4 million barrels of pro- 

ne per year through the pipeline to the Northern 

as Products’ terminals, representing approximately 
40% of Mid-America’s projected deliveries to its 
terminals during the year inning September 1, 
1961 (R. 1421). It was apparent, therefore, that the 
Northern Natural liquids transportation and extrac- 
tion operation would parallel Mid-America’s pi 
line from the producing areas to the point of sales, 
and would compete directly with Mid-America’s serv- 
ice both in supply areas and in market areas. 


And further: 


* * * that Northern Natural, on the face of its ap- 
lication, would be able to subsidize its natural gas 
Te iaoeh business through loading its costs on its jur- 
isdictional natural gas customers, and thus engage 
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in unlawful subsidized competition with Mid- 
America. * * *” 

Thus Mid-America makes only two claims, the first of 
which is an allegation of competition that not only is 
wholly unsupported by allegation of factual detail but is 
actually contradicted by the undisputed fact that Mid- 
America, a common carrier, does not even claim to be in 
competition with Products Co. (to say nothing of North- 
ern) for the transportation of the liquid petroleum prod- 
ucts the latter handles. That apart, however, and even 
assuming arguendo that Mid-America may, derivatively 
through its shippers, properly claim to be a competitor of 
Products Co., it fails to allege that its volume of business 
will be reduced or that the demand in its market area 
is not large enough to absorb the increased supply. 

Similarly, the subsidization allegation would be insuf- 
ficient even if it were less speculatively stated and were 
supported by allegations of factual detail. Since there is 
no claim that any of Mid-America’s shippers have lost 
or will lose business to Products Co., it cannot be assumed 
that they will do so unless the latter’s hydrocarbons, no 
matter how heavily subsidized, are offered at more favor- 
able prices or other terms than those of Mid-America’s 
shippers. Thus, apart from the fact that no shipper 
appeared before the Commission or is now in this Court 
claiming aggrievement,” the vital element lacking in Mid- 
America’s allegations is the statement in detail that 


10 The subsidization contention is dealt with infra, but it is im- 
portant to note at this point its wholly speculative character as 
shown not only in the text above but also in Mid-America’s as- 
sertion (Br. 55) that “We do not know, and cannot know, whether 
the utility rates reflect an increment of unlawful subsidization of 
Northern's extraction operation”. 


WIn Public Utility District No. 1 v. F.P.C. AppDC . 308 
F. 2d 318, $23, certiorari denied, $372 U.S. 908, in reviewing the 
authorization of a hydroelectric project. the Court rejected an ob- 
jection based upon threatened damage to mining properties, say- 
ing: “* * * We regard it as significant that the mining interests 
have not petitioned for review and have not sought to intervene in 
this proceeding.” 
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Products Co.’s hydrocarbon prices or other terms of sale 
will be more favorable to purchasers than those of Mid- 
America’s shippers.” 

2. Mid-America’s insufficient allegations in this Court 
are, of course, a reflection of its inadequate proof (or, 
more properly, complete lack of proof) before the Com- 
mission. Despite ample opportunity to do so, it utterly 
failed to show or attempt to show that it would be in- 
jured or that there was any reasonable probability that 
it would be injured by Products Co.’s hydrocarbon busi- 
ness. 

With respect to the market, both the Examiner and the 
Commission found (R. 3417, 3710), without challenge by 
Mid-America, that Mid-America’s market has a sufficient 
demand to absorb both Products Co.’s contribution and 
Mid-America’s much larger contribution (R. 3417).* 
Moreover, Mid-America made no showing that any of its 
shippers had lost or were threatened with the loss of a 
single customer or a single sale or that, as a result, Mid- 
America had lost or was threatened with the loss of a 
single dollar of transportation business. 

A like deficiency vitiates the claim of injury based on 
the alleged subsidization by reason of improper cost al- 
location. This claim rests upon Mid-America’s claim of 
other errors by the Commission which go to the merits 
and which we leave to our discussion thereof, infra. The 
conclusive point, however, is that just as Mid-America 


32 Mid-America does not and cannot claim that any of its ship- 
pers will transfer their business to Products Co.’s pipeline since 
that is a private carrier not available to the public. 


23 The Examiner also found (R. 3416-3417): “* * * The market 
statistics upon which the intervener relies do not appear to con- 
stitute or reflect the broader market requirement of the area but 
only the sales as reported by the Bureau of Mines for the two 
years, and Mid-America does not sufficiently take into account the 
undisputed fact that the market requirements of the area are sub- 
stantially expanding. Indeed, for just the period of 1959-60 sales 
reported by the United States Bureau of Mines (Bureau) increased 
by some 10.3 percent.” This finding was also approved by the 
Commission (R. 3710) and is not challenged by Mid-America. 
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has failed in its petition and brief to allege, so also has 
it failed to show or even to offer to show its shippers’ 
costs or selling prices * or that the claimed subsidization 
results in a cost or selling price for Products Co.’s 
hydrocarbons that is lower than the cost or selling prices 
of Mid-America’s shippers and that, consequently, Mid- 
America’s shippers or Mid-America itself will be deprived 
of any business. 

The only cost evidence adduced by Mid-America hav- 
ing anything to do with the hydrocarbon business was 
that Mid-America charges its shippers from .9 to 1.2 
cents per gallon to transport liquid hydrocarbons from 
their plants to Conway, Kansas, a point roughly parallel 
to Products Co.’s extraction plant at Bushton; as against 
this Mid-America claimed that the cost allocated to Prod- 
ucts Co. for transporting from source to Bushton suf- 
ficient gas to produce a gallon of liquid products would 
come to only .3 cents per gallon (R. 1340-1841). On 
its face, this comparison is utterly meaningless. The 
record is bare of any comparison of general pipeline 
costs for carrying liquids and gas (taking account, for 
example, of the fact that gas pipelines frequently are sev- 
eral times the diameter of liquid products pipelines), 
without which it cannot be said that the cost allocation 
to Products Co. is too low or that Mid-America’s tariff 
is not too high.” 


14 Phillips was shown to have contracted to pay a minimum of 
8Y, cents and a maximum of 434 cents per gallon for Products 
Co.’s hydrocarbons (Ex. 49, R. 2413). 


13 This figure of .8 cents per gallon was based on Northern's 
original proposal of a cost allocation to Products Co. of 46 cents 
per Mcf of gas. Since the Commission’s order increased this cost 
allocation to 65.79 cents per Mcf (R. $713), the figure of .$ cents 
per gallon must be increased substantially. 


16 In fact, a few days after the inception of the hearings in this 
case, Mid-America published substantially reduced tariffs, which 
the Interstate Commerce Commission approved after a contested 
proceeding. Pipeline Rates on Propane from Southwest to Mid- 
west, Docket No. 83791, decided December 21, 1962. 
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That apart, however, Mid-America’s comparison deals 
only with a single cost component, and it is of course 
quite possible that due to other factors, the selling prices 
of Products Co.’s hydrocarbons might still be higher than 
the selling prices of the hydrocarbons sold by Mid- 
America’s shippers. In any event, Mid-America made 
no effort to show (R. 1405), and there is nothing at all 
in the record bearing on the subject of, total cost or ulti- 
mate selling prices and, as a result, it cannot be said 
that Mid-America has supported its claim of injury. 

3. The most therefore that can be said in behalf of 
Mid-America’s claim to aggrievement is that it has a 
concern in the remote and wholly speculative impact of 
agency action. To hold that this confers standing 
pushes the limits of standing far beyond the outermost 
boundaries marked off by this Court in Philco v. F.C.C., 
103 AppDC 278, 257 F. 2d 656, certiorari denied, 358 
U.S. 946: National Coal Ass’n. v. F.P.C., 89 AppDC 135, 
191 F. 2d 462; and City of Pittsburgh v. F.P.C., 99 
AppDC 113, 237 F. 2d 741. 

In National Coal Ass’n., injury was both alleged and 
proved. The evidence established that the coal interests 
would lose 2 substantial volume of sales as a result 
of the authorized sales of gas and that the other inter- 
venors would likewise suffer substantial injury there- 
from. In both Philco and City of Pittsburgh there were 
serious and detailed allegations of injury which the Com- 
mission did not permit the petitioners to prove when, 
unlike Mid-America, they tried to do so.* The Court 


27 For example, Products Co.’s charge for carrying the liquids 
from Bushton to its terminals is greater than Mid-America’s 
charge from Conway to its terminals (R. 1408-1409). 


14 Moreover, the rationale of Philco suggests that, even if Mid- 
America had made a more adequate showing as to market de- 
mand and comparative costs and selling prices, the claimed injury 
would have been too speculative, or, alternatively, because of its 
remoteness, would have had to be proved even beyond mere prob- 
ability. For the Court in Philco noted that, because what was in- 
volved was a renewal application and not, as here, an original 


[footnote continued on page 19] 
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therefore had to consider the question of standing on 
the assumption that, if an opportunity had been afforded, 
the allegations of injury would have been established. 
Thus, in City of Pittsburgh, the Court rejected the argu- 
ment that certain of the petitioners lacked standing be- 
cause they had failed to prove their allegations of injury, 
the Court noting that they had been precluded from doing 
so. 237 F. 2d at 748. 

We believe that this Court, as it indicated in Philco, 
257 F. 2d at 658, is concerned with the problem of rea- 
sonably delimiting standing so as, on the one hand, to 
admit “those seriously affected” and on the other hand, 
to prevent serious impairment to administrative and ju- 
dicial control as the result of opening the door to an 
unlimited proliferation of parties. The key to admission, 
as made emphatically clear in Philco, National Coal Ass’n. 
and City of Pittsburgh, is allegation and proof of at least 
the probability of substantial injury. Mid-America’s 
utter failure to show or even allege injury places it 
clearly outside the class of those who are aggrieved. 


[continued from page 18] 


application, there could be proof of actual injurious past prac- 
tices (257 F. 2d at 658-659) : 


We need not decide whether the competitive situation be- 
tween Philco and RCA would have given Philco standing to 
protest the original grants of the licenses to NBC. The pres- 
ent applications are for renewals and come before the Com- 
mission after NBC, it is alleged, has been actually using the 
facilities injuriously to Phileo in the manner described by the 
Commission. We think the actual use of the facilities in this 
manner by NBC has created a situation that gives rise to 
standing in Philco to file its protest and. if the protest is 
found legally sufficient, to advance the alleged antitrust and 
other practices for consideration by the Commission in pass- 
ing upon the renewal applications. 

* * * * 

Our decision gives standing to a competitor in the position 
of Philco only to protest a renewal after it is known that 
licensed facilities are being used by the competing manufac- 
turer directly to obtain a preferential economic advantage 
over the protestant. 
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II. The Commission Properly Held That Products Co.’s 
Extraction Plant Is Not A Transporter of Natural 
Gas and That It Was Not Required To Be Certificated 
In Addition To, Or In Connection With, Certification 
of Northern’s Facilities for Transmission of Gas To 
and From the Extraction Plant 


A. Introductory 


Northern, which for many years has operated a pipe- 
line transporting gas from the Panhandle and Hugoton 
fields in Texas, Oklahoma and Kansas to markets in a 
number of mid-western states, sought authorization to 
construct facilities to deliver natural gas to a new extrac- 
tion plant to be operated by its affiliate, Products Co., 
at Bushton, Kansas, along Northern’s existing right of 
way. Some of this gas would be utilized by Products 
Co. for fuel, the remainder would be processed to extract 
easily liquefiable heavier hydrocarbons which would be 
converted into “LPG” liquid petroleum products for re- 
sale. 

The Commission, after a full hearing, approved the 
application upon terms which were much more favorable 
to Northern’s other gas customers than those Northern 
had originally proposed and which insured that these 
customers would be at least as well off as they 
previously had been. The validity of this determina- 
tion is discussed, infra. Here we direct our attention to 
Mid-America’s contention that the Commission’s decision 
was fatally defective because it did not also require that 
Products Co. file for, and justify, a certificate for the 
extraction plant as a facility for the transportation of 
gas in interstate commerce. 

It is appropriate at this point to note that if the Court 
should hold, contrary to the Commission, that a cer- 
tificate application is required for the extraction plant, 
the Commission’s inquiry on this application would not 
and should not go into the public convenience and neces- 
sity question with respect to the production, sale or trans- 
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portation of the liquid hydrocarbons. For that would 
be an attempt to determine the public convenience and 
necessity, not of a facility for the transportation of nat- 
ural gas, but rather of the liquid petroleum product 
business over which concededly the Commission has no 
jurisdiction. 

If, as we strongly believe, we are correct in this 
conclusion, the Commission, in connection with the facili- 
ties already certificated by its order here under review, 
has made all the determinations which would be necessary 
and appropriate to certificating the extraction plant. 
Within the limited inquiry appropriate for the Commis- 
sion, the considerations supporting certification of the 
facilities enabling the gas to be delivered to the extrac- 
tion plant are precisely the same (except perhaps with re- 
spect to the financing of the extraction plant’) as those 
that would be relevant to the certification of the plant it- 
self if it were deemed to be a gas transportation facility. 
Consequently, having made the necessary findings and 
granted the necessary certificate for the sale of the gas to 
Products Co., the Commission could not reasonably deny 
a certificate for the extraction plant. If, therefore, it 
were to be held that such a certificate is required, all 
that would remain to be done would be the issuing 
of the formal document, a matter that would not, as 
Mid-America urges, require further hearings or consid- 
eration.” 

That apart, in evaluating Mid-America’s argument, it 
is important to keep in mind that the natural gas and 
LPG industries, though both involved in the production 
and distribution of fuels, and both deriving normally 
from the same underground sources, are separate indus- 
tries, just as the associated oil and gas industries are 


2° The Examiner found that the proposed financing of the ex- 
traction plant was satisfactory (R. 3141) and the Commission ap- 
proved this finding (R. 3710). 


20 Assuming, arguendo, that Mid-America has standing. we ques- 
tion whether, even as a “private attorney general”, this is a mat- 
ter of any concern to it. 
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separate. And, just as the oil produced from the same 
well as gas is not subject to the jurisdiction of the Fed- 
eral Power Commission under the Natural Gas Act, so 
(at least prior to the instant claim of Mid-America) it 
has been universally recognized that the transportation 
and sale of LPG products are not subject to the juris- 
Giction of the Commission. Thus, the Commission exer- 
cises no jurisdiction over Mid-America which owns a 
major LPG pipeline. The LPG business, like the oil busi- 
ness. is “non-jurisdictional.” 

Thile this is so. it is also true that some LPG extrac- 
tion plants. owned by, and located along a gas pipeline, 
also perform significant functions directly related to the 
transportation of the natural gas itself. This, as this 
Court has found, is the case with the extraction plants 
of the Panhandle Eastern Pipe Line Company at Sneed 
and Liberal, Kansas. City of Detroit v. F.P.C., 97 
AppDC 260, 230 F. 2d 810, certiorari denied, 352 U.S. 
$29: Panhandle Eastern Pipe Line Co. v. F.P.C., 
AppDC 305 U.S. 763; see also Cities Service Gas Co. 
v. FP.C., 155 F. 2d 694 (CA10), certiorari denied, 329 
U.S. 773: Hope Natural Gas Co. v. F.P.C., 184 F. 2d 287 
(CA4), reversed on other grounds, 320 U.S. 591. In these 
and other similar cases, the Commission, with Court ap- 
proval, has held that, because the extraction plant is serving 
2 natural gas function, the Commission, in fixing the pipe- 
line’s rates, may credit some or all of the revenues from 
the sale of the LPGs extracted. And, while the matter 
had previously arisen in rate cases and the Courts’ opin- 
ions have not suggested that the extraction plants them- 
selves were obliged to secure certificates (which had not 
been applied for or granted in those cases), the opinion 
in City of Detroit referred to the functions the plants 
performed in effectuating the optimum transportation of 
the natural gas stream as “jurisdictional”. 230 F. 2d at 
&20-821. 
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B. The Products Co. Extraction Plant Performs no 
Transportation Function 


The difficulty with Mid-America’s reliance on these 
cases, is that, in fact, Products Co.’s extraction plant 
performs no significant function in enhancing the trans- 
portation of Northern’s natural gas.” 

Extraction plants can and often do perform such a 
function; if a gas stream is particularly rich, the opera- 
tions of the pipeline system may be seriously impaired 
unless the heavier hydrocarbons are removed. But here 
the situation is different. For years Northern has trans- 
ported gas in its pipeline system through the Bushton 
area without any need whatever for extracting the hydro- 
carbons to enhance the transportation and there is no 
need to do so today. Not only is there no necessity for 
the extraction, but, as Mid-America concedes (Br. 17), 
the extraction performs no real function insofar as the 
gas flow is concerned. The Bushton plant was built not 
primarily, but solely, to extract hydrocarbons. Products 
Co., in every real sense, is a customer of Northern, con- 
suming gas, both as fuel and in the shrinkage due to the 
extraction, rather than in any degree acting as an agent 
or abettor of Northern’s gas business. 


C. The Commission Consistently has Declined to Re- 
quire Certification of Facilities Performing no 
Gas Transportation Function 


The Commission’s determination that a certificate is 
not required for the Bushton extraction plant is con- 
sistent with its holdings in similar as well as analogous 
cases. There are four cases other than the one at bar 
in which it appears that the question of certification of 
an extraction plant was or could have been raised. 

In Panhandle Eastern Pipe Line Co., 12 FPC 686, an 
affiliate of Panhandle was to construct an extraction plant 


21 Mid-America points out (Br. 17) that the extraction plant only 
“to some small degree” improves transmission efficiency by reduc- 
ing the specific gravity of the gas (R. 1063-1064). 
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at Tuscola, Winois, which Panhandle was to operate and 
for which it was to supply at least 300,000 Mcf of gas 
daily. As in the present case, there was no claim that 
the extraction of the hydrocarbons either was necessary 
for or in any way promoted transmissability of the gas. 

Panhandle applied for a certificate of convenience and 
necessity for certain facilities, not including the extrac- 
tion plant. The staff contended that a certificate was 
required for this plant. The Examiner, however, found 
that the sale of hydrocarbons “while in the gas stream 
is not a sale of natural gas” and further that the “pro- 
posed extraction plant is not a facility for the trans- 
portation of natural gas in interstate commerce, and is 
therefore not subject to the jurisdiction of the Commis- 
sion”. 12 FPC at 703. The Commission affirmed. 12 
FPC at 706. 

In Cities Service Gas Co., 27 FPC 396, Cities Service 
applied for a disclaimer of jurisdiction or, in the alterna- 
tive, a certificate of convenience and necessity for cer- 
tain facilities to enable the company to deliver gas in 
volumes up to 75,000 Mcf per day to a plant for the 
extraction of helium and hydrocarbons. The question 
whether a certificate was required for the extraction 
plant was not raised and the Commission granted a cer- 
tificate for the other facilities without requiring one for 
the extraction plant. 

Similarly, in Coastal Transmission Corporation, 26 
FPC 318, the sale of gas to an extraction plant was 
certificated (see p. 379) but a certificate for the plant 
itself was neither applied for nor granted. 

In addition, as Mid-America points out (Br. 19-20), 
Panhandle Eastern Pipe Line Company (Docket No. 
CP63-159) has applied for a certificate for the sale of 
gas to a new plant for the extraction of helium and hy- 
@rocarbons at Liberal, Kansas, which would take the 
place of the existing extraction plant. The staff has 
urged that a certificate be required for the extraction 
plant on grounds that, unlike the case here, the new ex- 
traction plant like its predecessor, will play a significant 


25 


transportation role. The Examiner’s initial decision, is- 
sued July 24, 1963, rejected the staff’s position and held 
that a certificate was not required for the extraction 
plant. The case has not yet reached the Commission. 
This obviously does not constitute any Commission (or 
even staff) repudiation of the determination here. 

In no case has the Commission decided that a certificate 
is required for an extraction plant. In the only two cases 
in which the issue was raised it expressly held that no 
certificate was required for the extraction plant. 

So also the Commission’s action here is consistent with 
its treatment of a like problem in the case of gathering 
facilities of a company otherwise subject to the Com- 
mission’s jurisdiction. In Barnes Transportation Co., 18 
FPC 369, 372, the Commission held that the gathering 
facilities, for which no certificate was required, were 
those that collected gas from various wells and brought 
it by individual lines to a central point where it passed 
into a single line. From that central point on to the 
point of ultimate delivery to the jurisdictional pipeline 
the facilities were jurisdictional and had to be certificated. 
However, gas was also delivered from one well through 2 
single line extending from the well-head to the point 
of ultimate delivery . Holding that this single line had 
to be certificated because of its essentiality to interstate 
transportation, the Commission said at p. 372: 


The single line, while it may technically be de 
noted a “gathering” facility, must also be used to 
transport gas in interstate commerce subject to the 
jurisdiction of the Commission. 

The Commission followed this decision in Texas Gas 
Corp., 18 FPC 397 and in the very recent case of Me- 
dina Gathering Corp., FPC Opinion No. 397, 
issued July 16, 1963. 

So here, the extraction plant, like the single line in 
Barnes, is not itself a jurisdictional facility but, unlike 
the single line, is not in any sense necessary for, or an 
aid in, the transportation of the gas which flowed in 
interstate commerce long before the extraction plant was 
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constructed and would continue so to flow if the extrac- 
tion plant were disconnected. 

It must not be assumed, however, that the Commis- 
sion’s determination that the extraction plant need not be 
certificated is an abdication of the Commission’s jurisdic- 
tion over the natural gas itself. On the contrary, the 
certificate issued to Northern is conditioned upon North- 
1s filing rate schedules providing for rate reductions 

m’s customers to compensate for the consump- 
tion and shrinkage of gas, for the reduction in Btu con- 
tent. and for the use of jurisdictional facilities, and 
further providing for billing adjustments if the heating 
value of the gas falls below 975-985 Btu’s per cubic foot 
(R. $712) An additional condition is that a cost of 
65.79 cents per Mcf be allocated to Products Co. for the 
reduction in the volume of gas resulting from use or 
shrinkage (R. 3712, 3717) .* 


D. Judicial Approval of Authority to Allocate Costs 
and Revenues of Non-Jurisdictional Facilities for 
the Purpose of Fixing Reasonable Gas Rates is 
not a Holding that Certification is Required under 
Section 7 


Mid-America seeks to derive more comfort from, than 
is offered by, Hope Natural Gas Co. v. F.P.C., 134 F. 2d 


22 Mid-America stops short of a logical conclusion in arguing 
(Br. 24-25) that crediting of extraction revenues to gas operations 
is essential to prevent “unlawful subsidization” of extraction 
plants. As we have shown, certification has not been held to be a 
prerequisite to crediting revenues. That apart, even if the extrac- 
tion plant were certificated, on Mid-America’s theory the liquid 
hydrocarbon pipeline could be subsidized by an inadequate alloca- 
tion of costs, and the danger of subsidization could not be elimi- 
nated unless the Commission had jurisdiction of the entire hydro- 
carbon business right up to ultimate sale and delivery. 


22 Indeed, one of Mid-America’s complaints is that further condi- 
tions should have been imposed (Br. 39-46). This objection, dealt 
with infra, obviously recognizes that the assertion of jurisdiction 
over the extraction plant is not a sine qua non to the performance 
of the Commission’s regulatory duties with respect to the gas 
itself. 
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287 (CA4), reversed on other grounds, 320 US. 591; 
Cities Service Gas Co. v. F.P.C., 155 F. 2d 694 (CA10), 
certiorari denied, 329 U.S. 773; City of Detroit v. F.P.C., 
97 AppDC 260, 230 F. 2d 810, certiorari denied, 352 
U.S. 829; Panhandle Eastern Pipe Line Co. v. F PC; 

AppDC , 805 F. 2d 763, certiorari denied, 372 
U.S. 916. 

Mid-America’s basic error lies in confusing the Com- 
mission’s “jurisdiction” to allocate costs and revenues 
even of non-jurisdictional facilities with its jurisdiction to 
require a certificate of convenience and necessity. The 
two are not by any means identical. Indeed, if they are 
related at all, it is only in the sense that generally allo- 
cation is required or appropriate because some non-juris- 
dictional operations are involved. 

Thus, in Hope Natural Gas Co. v. F.P.C., 320 US. 
591, 614, n. 25, and Colorado Interstate Co. v. FPAC., 
324 U.S. 581, 600-603, the Supreme Court expressly up- 
held not only the inclusion in the rate base of production 
and gathering facilities, which as of that time had not 
been held to be within the Commission's regulatory pow- 
ers, but also the fixing of an overall rate of return. 
This was a method utilized by the Commission to al- 
locate costs of operating the then non-jurisdictional pro- 
duction and gathering facilities to so much of the gas 
as was being sold or transported jurisdictionally and thus 
to determine the appropriate price for that gas. 

So also in Panhandle Eastern, supra, this court said, 
805 F. 2d at 768: 


* * * There is little doubt that the City of Detroit 
decision would, under certain circumstances, permit 
the Commission to allocate costs among a company’s 
pipeline and extraction operations. But the Commis- 
sion is hardly compelled to make such an allocation. 
We construe the City of Detroit case as not fore 
closing the question of allocation as a matter within 
the Commission’s reasonable discretion. However, 
there is a serious doubt in this case as to whether 
the Commission so understood the City of Detroit 
decision. Indeed, there are strong indications that 
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the Commission believed that City of Detroit re- 
quires, where extraction operations in some way im- 
prove the efficiency of a transmission system, that 
the entire extraction revenues be credited to the 
pipeline. 

or this reason, we will remand to the Commission 
to reach an independent determination, in light of 
our opinion in the City of Detroit case, as to w ether 
there should be an allocation of the extraction plant 
profits at Sneed and Liberal. * * * 


Thus, costs or revenues of business operations are al- 
locable although, and often precisely because, the opera- 
tions are non-jurisdictional. 

In Cities Service, supra, the Court did not find that the 
extraction plant there involved was jurisdictional or re- 
quired certification, but noted with approval that the 
Commission had found “that since the extraction process 
rendered the natural gas more readily marketable and 
transportable, but reduced its heat content and consumed 
a certain volume of it, and was profitable, the gas cus- 
tomers were entitled to a ‘fair proportion of the net earn- 
ings derived from the processing operation’ ”. 155 F. 2d 
at 703. Since no certificate was sought or granted for 
the extraction plant, the Court’s conclusion that the fore- 
going factors justify the crediting of revenues cannot be 
metamorphosed into a holding that certification of the ex- 
traction plant is required. 

This is made altogether clear in City of Detroit, which 
reversed the Commission’s refusal to credit extraction 
revenues and rejected the Commission’s reasoning that 
rates “should not rest in part upon the fluctuating and 
unregulated prices of natural gasoline and other liquid 


* The Court’s language here is almost verbatim the language of 
the Commission. 3 FPC 458, 481. The Court's further comment 
that the Commission adopted the views of the staff witness, who 
had supported the crediting of revenues, 155 F. 2d at 703, is un- 
fortunately juxtaposed to the statement that the witness had testi- 
fied that the extraction process was essential to the transportation 
of the gas and is misleading. As this Court noted in City of De- 
troit, supra, 230 F. 2d at $20, fn. 15, the Commission made no 
such finding. 
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hydrocarbons.” 280 F. 2d at 819. Significantly, the 
Court said (at p. 820) of the Commission’s holding that 
the extraction operations should be “treated as non-juris- 
dictional” : 
* * * It appears the Commission did not mean to say 
that there was a jurisdictional bar to crediting the 
extraction revenues to operating costs, but rather in- 
tended to treat the extraction phase of Panhandle’s 
business as non-jurisdictional in order to implement 
its policy of eliminating fluctuations in rates. * * ° 
And the Court noted the Commission’s statement (ibid) 
that “We do not rest our decision * * * upon the question of 
jurisdiction * * *.” Thus, this Court, expressly noting that 
the extraction plant had not been certificated, neverthe- 
less held that the Commission had jurisdiction to credit 
its revenues because its operations are incidental and 
useful to the gas transportation and resale operations, 
and involved joint use of facilities and joint incurring of 
expenses. 230 F. 2d at 820. The Court therefore re- 
manded the case to the Commission, not for the purpose 
of holding a certification hearing, but merely to recon- 
sider the extent to which it should credit extraction reve- 
nues. 280 F. 2d at 821. 

On remand, the Commission construed City of Detroit 
as compelling the crediting of all extraction revenues. 
The case came back to this Court sub nom. Panhandle 
Eastern, supra. Panhandle contended that only revenues 
derived from that part of the extraction operations that 
improved the pipeline’s efficiency should have been allo- 
cated to gas operations. The Court rejected this argu- 
ment and held that in the circumstances of this case the 
Commission could, but was not required to, credit all ex- 
traction revenues to gas costs, and that, if it found it ap- 
propriate to do so, the Commission might credit only a 
portion of the revenues and “allocate costs among a com- 
pany’s pipeline and extraction operations.” 305 F. 2d 
at 768. 

In sum, Mid-America has wholly failed to demonstrate 
why the Commission should seek to enlarge its jurisdic- 
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tion to include the certification of facilities that are 
neither necessary for, nor significantly aid in, the trans- 
portion of natural gas. There is no support for its posi- 
tion in precedent or logic and the Commission’s determi- 
nation should not be disturbed. 


II. The Commission Duly Considered Relevant Factors 
and Its Decision Is Fully Supported By the Record 


What Mid-America’s complaint of the Commission’s 
failure to consider certain factors (Br. 25, 49) really 
comes to is that the Commission failed to consider factors 
that are self-evidently irrelevant and that, with respect 
to other factors, Mid-America disagrees with the Com- 
mission’s conclusions. 


A. The Commission Properly Held That the Issue of 
Competition In Liquid Hydrocarbons Was Beyond 
the Scope of Its Inquiry 


Section 7(e) of the Natural Gas Act (15 U.S.C. 
717£(e)) requires the Commission to determine that a 
proposed “sale, operation [or] construction * * *, to the 
extent authorized by the certificate, is or will be required 
by the present or future public convenience and neces- 
sity.” Pursuant to this mandate, where a pipeline seeks 
authorization to sell, or to construct facilities using, nat- 
ural gas, the Commission, as Mid-America points out (Br. 
30, fn. 14), considers the effect of the proposed use of the 
gas on the pipeline system’s ability to perform its already 
certificated functions at reasonable rates, and also, when 
appropriate, whether such proposed use is a proper or 
inferior use. See, ¢.g., F.P.C. v. Transcontinental Gas 
Pipeline Corp., 365 U.S. 1; National Coal Ass’n. v. F.P.C., 
101 AppDC 95, 247 F. 2d 86. It did both here. It ex- 
pressly found (as it has frequently before) that “the wise 
and efficient utilization of our natural resources favors 
realizing the full potential of a wasting asset such as nat- 
ural gas * * *” and that “Northern’s project furthers 
this policy by making available to the public such addi- 
tional products as propane, butane, isobutane and natural 
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gasoline” (R. 3709).” And, as discussed infra, it went 
on to find that all the other “conventional” and special 
aspects of public convenience and necessity were satisfied 
by the project (R. 3707-3709). 

Mid-America (Br. 29-33) argues, however, that in 
order to determine whether there is a “need” for the gas 
to be sold to Products Co. the Commission must determine 
whether there is need for the extraction plant in the 
sense of whether there is an economic need for the addi- 
tional liquid hydrocarbons to be made available by the 
Bushton plant (Br. 29-31). The Commission, however, 
is not authorized, is certainly not required and indeed is 
not equipped to make such excursions into the wide-rang- 
ing economic investigations of the LPG business.™ 


25 Economic waste is avoided and the public therefore gains by 
having the easily liquefiable products of natural gas made available 
separately rather than as part of the natural gas stream, because 
equipment (particularly home heating equipment) used to burn 
natural gas is generally designed to work at opt imum efficiency for 
gas with a 975-1025 Btu content, which approximates that of me- 
thane (1013 Btu per cubic foot), the principal hydrocarbon found 
in natural gas, and is not too far off from the 1775 Btu content of 
ethane, the next most common constituent. Neither methane nor 
ethane are normally extracted or liquefied in the process here dis- 
cussed. The hydrocarbons that are extracted and liquefied all have 
much higher Btu content (propane—2526 Btu: isobutane—3268 
Btu; butane—3276 Btu: isopentane—4012 Btu: pentane—4025 
Btu; hexane—4778 Btu: heptane—5521 Btu). But heating equip- 
ment specially designed to use LPG gas is able to burn the higher 
Btu material with relatively great efficiency. Thus, the public gains 
by the extraction for separate sale of the heavier hydrocarbons 
from a natural gas stream carrying 2 substantially greater than 
1000 Btu average content. 

This, it should be noted, is not because, absent such extraction, 
the users of natural gas will suffer, but rather because, without 
such extraction, some of the overall heating potential of the natu- 
ral gas will be lost to the nation as a whole, In other words, as the 
Commission found (R, 3709), the use of LPG gas separately from 
that of natural gas is, from the national point of view, economic- 
ally advantageous. 


26 Jt should be noted, moreover, that, on Mid-America’s theory, 
determination of market demand for hydrocarbons and economic 
feasibility would still be insufficient: it would be necessary also to 
consider the impact of hydrocarbons on the demand for competi- 
tive fuels (perhaps even natural gas), as well as the impact on 
their carriers, etc. 


The Commission has no power or duty to investigate, 
regulate or otherwise contro] the production, transporta- 
tion or sale of liquid hydrocarbons. The limited national 
policy with respect to the regulation of petroleum prod- 
ucts (which, in the main, are not subject to federal regu- 
lation) is written into the Interstate Commerce Act, 
which does not even require a certificate of convenience 
and necessity for the construction of transportation fa- 
cilities, and in Section 1(1)(b), 49 U.S.C. 1(1) (b), 
merely gives the Interstate Commerce Commission juris- 
diction to regulate the rate schedules of products pipe- 
lines. City of Pittsburgh v. F.P.C., 99 AppDC 118, 237 
F. 2d 741, 755. Thus, the Interstate Commerce Commis- 
sion, the agency selected by Congress to regulate oil pipe 
lines, has no authority, and there is no public policy to do 
what Mid-America insists the Federal Power Commission 
can and should do.” The Commission was clearly right 
in rejecting this contention. It could as well be argued, 
since natural gas is an integral factor in the manufacture 
of carbon black and of great importance in the manufac- 
ture of certain cement and glass products, that the Com- 
mission, before authorizing a gas sale to a manufacturer 
of one of those products, would be required to insure that 
there is a special need for the earbon black, cement or 
glass and that the new plant would not hurt existing con- 
cerns in that business. Were the Commission to commit 
itself to such determinations, it would be arrogating to 
itself the enormous economic power and responsibility to 
decide not only whether but also where and when business 
enterprises using natural gas should be conducted. 

Again, the cases relied on by Mid-America (Br. 28) 
are inapposite. National Coal Ass'n, v. F.P.C., 89 App 
DC 135, 191 F. 2d 462, involved the question of the eco- 
nomic impact of the sale of the natural gas itself upon 


27 We find no basis for, and we do not understand, Mid-America’s 
reference (Br. 22) to “the strong public policy written into Section 
1(3)(a) of the Interstate Commerce Act (49 U.S.C. 1(3)(2)) fa- 
voring common carriage of liquid products.” The cited section 
merely defines “common carrier.” 
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competing fuels. This, of course, must be distinguished 
from the question here presented of the economic effect 
of the sale of the liquid hydrocarbons to be produced from 
natural gas. Even as to the former question this Court 
said at p. 467: 


* * © Even if the Act be construed to confer a right 
upon competing fuels and transportation to partici- 
pate in Commission proceedings and to vindicate the 
ublic interest on review, it does not follow that the 
interests of such groups in retention of markets may 
bar issuance of a certificate found to satisfy the ex- 
plicit criteria furnished by § 7(e) of the Act. That 
section provides that: “* * * a certificate shall be 
issued * * * if it is found that the applicant is able 
and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions 
of this chapter and the requirements, rules, and regu- 
lations of the Commission thereunder, and that the 
proposed service * * * is or will be required by the 
present or future public convenience and necessity 
* * * The Commission found that the certificate 
applicant “is able and willing properly to do the acts 
and to perform the service proposed” and further, 
that the proposed construction and operation “are re- 
ie by public convenience and necessity.” These 
ndings satisfy the statutory requirements and “if 
supported by substantial evidence, shall be conclu- 
sive.” [Footnotes omitted. ] 
And particularly in this connection, see F.C.C. v. Sanders 
Radio Station, 309 U.S. 470, 476. A fortiori then, the 
need for additional hydrocarbons in Mid-America’s mar- 
ket is not one of the “standards governing the issuance 
or denial of certificates.” 

Finally, the essential point in City of Pittsburgh v. 
F.P.C., 99 AppDC 118, 237 F. 2d 741, 753-754, was that 
the barge-operator interveners, unlike Mid-America, did 
not complain of competition per se. They complained of 
unfair competition,** stemming directly from the action 

2X At page 5 of their memorandum in support of their answer 
to the motion to dismiss their petition the interveners said: 
oe * * that they are not complaining on the merits of prospective 


[footnote continued on page 34] 
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of the Commission in making possible the conversion of 
the Little Inch pipeline from gas to petroleum products 
use, which, they charged “would permit Texas Eastern to 
take over the entire petroleum products market they [the 
barge operators] now serve and drive them out of busi- 
ness” and further that “Texas Eastern would bring to its 
new business a destructive competitive power born of the 
financial advantages it derives from its natural gas busi- 
ness and that this destructive power is inherent in the 
order which permits transfer of the Little Inch line to 
products transportation.” This, the intervenors asserted 
would be not only in “violation of the national policy 
against monopoly expressed in the antitrust laws, but also 
imperilment of the national defense.” 

This Court held that under the special circumstances 
there present, these were questions of public policy within 
the scope of the Commission’s responsibility and that the 
Commission could and should consider “a congressional 
expression of fundamental national policy as bearing 
upon the question whether a particular certificate is re- 


quired by the public convenience and necessity.” 237 F. 
2d at 734. 

There are no such questions here. Mid-America does 
not claim any violation of antitrust law or policy * or 
imperilment of the national defense stemming from the 
Commission’s action. Except for a claim of subsidization 
of Products Co. by Northern, which the Comimssion did 


fcon ed from paze 23] 


injury due to such competition as would be threatened by a com- 

proposing to launch an independent products pipeline on its 
mer but are confronted in the case of Texas Eastern’s project 
with unfair competition, and a plan to monopolize the products 
transportation market, based on Texas Eastern’s special advantages 
as 2 natural gas transmission company sheltered by the Commis- 
sion from free competition and on the increase in these special 
advantages provided by the Commission’s order which is the sub- 
ject of the petition for review. * * *” 


~ Oddly, Mid-America seems to be relying on City of Pitts- 
burgh as holding that, as a matter of public policy, it is entitled 
to protection from competition, notwithstanding the explicit hold- 
ing of that case that the Commission must consider the public 
policy in favor of competition. 
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consider and reject in connection with its actions to assure 
that Northern’s customers were protected (R. 3711-3713), 
there are no claims, and of course there is no showing 
that the Commission’s action here constitutes anything 
more than authorization of a sale of gas to a competitor 
of Mid-America’s shippers, conferring no special advan- 
tage (like the conversion of the pipeline in City of Pitts- 
burgh), contrary to national policy, over the sources of 
supply of Mid-America’s shippers. 

In short, the premise in City of Pittsburgh that justi- 
fied requiring the Commission to inquire into the com- 
petitive impact of non-jurisdictional products was the 
existence of a public policy question. What the case cer- 
tainly does not hold is that, absent this premise, any such 
inquiry is called for. 

Finally, here, totally unlike the situation in City of 
Pittsburgh, the Examiner found that Mid-America’s mar- 
ket demand was high enough to absorb the additional 
supply and that the evidence did not indicate competitive 
injury to Mid-America in price or otherwise (R. 3415- 
3418). The Commission held that this issue was not 
within the scope of the inquiry, but even if it were, the 
Examiner’s findings were supported by the record (R. 
8709-3710). 


B. The Commission Duly Considered and Properly 
Decided the Public Convenience and Necessity 
Issues 


The Commission gave consideration to the “elements 
of gas supply, financing, facilities, markets, economic fea- 
sibility and rates” (R. 3707).* Mid-America’s argu- 
ment that the Commission failed to give “adequate” con- 
sideration really means, as noted above, that Mid-America 
disagrees with the Commission’s conclusions. In no in- 
stance does Mid-America point to facts of record that 


3° The Commission noted, however, that “in a certificate proceed- 
ing we need not determine the ‘just and reasonable’ rate for the 
service” (R. 3706). 
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belie the Commission’s findings or to findings that are not 
supported by substantial evidence.** Mid-America raises 
no question with respect to financing or the adequacy of 
gas supply and facilities, or to the fact that the extraction 
plant is a long-term and adequate market for the gas. 
Its question as to gas supply and facilities relates to their 
use, not their adequacy, and its contentions as to market, 
as shown above, improperly relate to the market for the 
hydrocarbons. Finally, as shown, infra, its argument as 
to rates would convert this from a certificate proceeding 
under Section 7 of the Act to a full-fledged rate proceed- 
ing under Section 4. 

Mid-America (Br. 36-47) makes much of what it im- 
pressively terms the preemption of gas reserves and trans- 
mission capacity. It should be noted at the outset that, 
of course, every cubic foot of gas sold preempts reserves, 
and every commitment to transmit a cubic foot of gas 
preempts transmission capacity. Thus, the presentation 
of the argument in terms of preemption served only to 
deflect consideration from the real issue* which is 
whether the sale of the gas for the production of liquid 
hydrocarbons is in the public convenience and necessity. 
As to this the Commission found it a proper use of natu- 
ral gas to make “available to the public such additional 


2: Mid-America does argue (Br. 47-48) that the Commission 
went outside the record with respect to the helium extraction 
plant, which, the Commission noted, made extraction of the hydro- 
carbons necessary in any event (R. 3708-3709). But the Commis- 
sion expressly stated that this was merely an “additional consider- 
ation” and that, wholly apart from it, the necessary elements in 
the certificate proceeding were satisfied (R. 3707-3708, 3780). In 
any event, the helium contract was put in evidence by Mid-Amer- 
jca’s counsel (R. 1530) who said (R. 1532-1533) “We are also told 
by our experts that it would be possible to process greater volumes 
of natural gas in the Bushton plant if it were combined with the 
helium operation.” 


2 This is not a case, such as City of Pittsburgh, supra, where 
the question was that of preemption of the Little Inch pipeline for 
the transmission of liquid products, which would require its re- 
placement by more costly facilities to meet future gas needs. 


37 


products as propane, butane, isobutance, and natural gas- 
oline” (R. 3709). 

No one here questions the usefulness of liquid hydro- 
carbons for many important purposes in our national 
economy. On the other hand, the Commission found (R. 
3707), and Mid-America does not dispute, that Northern’s 
gas reserves and transmission capacity are adequate to 
meet the demands of the proposed service. As against 
Mid-America’s argument that, when in the future more 
gas is needed to serve household consumers, the gas and 
capacity used in the extraction service will have to be re- 
placed at greater cost, the Commission obviously and 
quite properly had to weigh the economic advantages to 
Northern and its ratepayers of putting unused capacity 
to present use. It surely is unnecessary to labor the fact 
that use of idle capacity tends to reduce unit costs.> 
Having found that the production of liquid hydrocarbons 
was a proper use of natural gas, the Commission’s de- 
termination that the present consumption of gas and util- 
ization of facilities serves the public convenience and 
necessity was entirely reasonable. And Mid-America’s 
contention that the Commission failed to consider these 
factors is wide of the mark.™ 

Mid-America argues at considerable length (Br. 39-46) 


33 As already shown, the certificate was conditioned upon a sub- 
stantial rate reduction to Northern's other customers (R. 3712). 


34 Mid-America’s reliance on this Court's decision (May 23, 1963) 
in Granite City Steel Co. V. F.P.C., No. 17150, is misplaced. There 
the Commission directed Mississippi River Fuel Corporation to re- 
allocate its capacity so as to increase the service to its utility cus- 
tomers, thus subjecting the service to its industrial customers to 
greater interruptibility. This Court held that Section 7(a) of the 
Act forbids the Commission to compel a natural gas company to 
“sell natural gas when to do so would impair its ability to render 
adequate service to its customers.” Apart from the fact that there 
is no question of impairment of Northern's ability to serve its 
present customers in light of the undisputed finding that reserves 
and capacity are adequate, the Commission here has permitted, 
not compelled, Northern to serve the extraction plant. 
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that the Commission was required * but failed to include 
a charge in its present allocation of costs to Products Co. 
for the gas sold to it or to attach to the certificate a con- 
dition for a future charge to cover the future cost of new 
gas and new facilities to replace the gas sold and the fa- 
cilities committed to the extraction service. 

We do not understand Mid-America to be arguing that 
in fixing present rates for every customer of Northern 
a charge for future gas purchases and increased trans- 
mission facilities should be included. Even if there were 
any logical support for such a proposition, there is nothing 
to suggest what would be a proper date in the future as 
of which to ascertain the additional costs, the basis on 
which the future costs are to be estimated, or how other- 
wise the charges reasonably could be made. The con- 
sumption of gas is a continuing process and so must be 
the acquisition of new reserves. As gas consumption in- 
creases, capacity must be expanded. At every point in 
time, therefore, there is the prospect of future acquisi- 
tions of gas and facilities to replace gas consumed and 
capacity committed. We know of nothing to be said in 
behalf of burdening consumers now with the wholly spec- 
ulative costs of future acquisitions. 

Mid-America, however, seeks to make a special case of 
the extraction plant, which it contends is to be treated in 
this respect quite differently from other consumers. In 
attempting to bottom its argument on City of Pittsburgh, 
supra, Mid-America (Br. 41) makes the patently incor- 
rect statement that “this is in effect a proceeding for 
abandonment of a portion of Northern Natural’s facilities 
from natural gas service.” This is the rock on which its 
whole argument rests. But since, as is self evident, the 
service to the extraction plant is not an abandonment of 
natural gas service, the rock turns out to be papier maché 
and the superstructure collapses. 


2* Mid-America does not expressly speak in terms of a legal duty 
owed by the Commission, but we take it that this is the sense of 
its argument. 
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The Examiner, rejecting the preemption of capacity 
argument in a finding approved by the Commission (R. 
3717), found (R. 3423, fn. 1) that unused capacity was 
not to be treated “as held in reserve for future users.” 
Accordingly, the Commission certainly was not required to 
go beyond what it did in saying (R. 37138-3714) : 


It is neither necessary nor desirable at this time to 
determine with finality what particular method or 
principles of cost allocation shall be applied in ap- 
portioning costs between the utility customers and 
the Products Company sale. Northern’s proposal, as 
Mid-America points out, is unusual in some respects, 
and additional information based on operating expe- 
rience may be desirable before finally deciding be- 
tween the various permissible ways of allocating 
costs that might be employed, or departing from our 
ruling in Opinion No. 344, cited above. It is suffi- 
cient for present purposes that, in our judgment, 
based upon all the circumstances of this case, a cer- 
tificate with the rate conditions described above re- 
flecting a cost of the Products Company sale of 65.79 
cents per Mcf, is fair and reasonable to all concerned 
and will not result in any subsidization of the Prod- 
ucts Company sale by the utility customers. This is 
a certificate case, not a rate case, and it is unneces- 
sary to determine with precision allocation princi- 
ples, methods and resulting costs. As concluded 
above, Northern’s customers will occupy at least as 
good a position after Products Company commences 
operations as before. This is as far as we should or 
need to go here. [Footnotes omitted. ] 

Finally, in denying Mid-America’s application for re- 
hearing, the Commission, in any event, noted (R. 8780- 
3781) that Northern’s rate reductions constituted ade- 
quate interim compensation for preemption of transmis- 
sion capacity ** and that there was no present question of 
charging jurisdictional customers with the cost of higher- 
priced gas. Therefore such cost could not now be allo- 
cated to the extraction plant nor could it be charged with 


36 Accordingly, there would have been no basis for Mid-Ameri- 
ca’s objection even if this had been an abandonment case. See 
City of Pittsburgh, supra, 237 F.2d at 750. 
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future capacity expansion “the amount and cost [of 
which] * * * is totally unknown at this time.” These, 
the Commission properly held were matters to be dealt 
with in a rate proceeding when the costs, if sought to be 
charged, would be allocated on the basis of actuality 
rather than hypothesis. 


IV. Mid-America’s Objections To the Timeliness of North- 
ern’s Cost Estimates Came Too Late and, In Any 
Event, Are Without Merit 


Mid-America’s due process argument (Br. 49-57) is a 
syllogism the major premise of which is an objection, 
carefully withheld until after completion of the hearings, 
the minor premise being its uncertainty whether the ex- 
traction operations will be subsidized by inadequate cost 
allocations (Br. 55) from which it proceeds to its conclu- 
sion, stopping short only of categorical certainty, that 
Mid-America “will almost certainly” suffer competitive 
injury (Br. 57). 

The two-fold objection is that Northern used stale cost 
and revenue estimates and supplied an estimate for only 
the first year rather than the first three years of extrac- 
tion operations. The single year estimate, says Mid- 
America, violated Section 157.5 and 157.14 (a) (16) of the 
Commission’s regulations (18 C.F.R. 157.5, 157.14 (a) 
(16)), set forth at pp. 61-62 of Mid-America’s brief. 

The objection, as the Commission held, is without merit 
and came too late. 


A. Northern and All Parties Relied on Current Cost 
and Revenue Estimates 


Section 157.14(a) of the Commission’s regulations, 
which Mid-America has not reproduced, provides: 


(a) To be attached to each application. All ex- 
hibits specified shall accompany each application 
when tendered for filing. 

Accordingly, the cost and revenue estimates had to ac- 
company Northern’s application. This application was 
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filed November 1, 1960 (R. 2674). It was accompa- 
nied, inter alia, by Exhibit N (R. 2761-2765), which was 
based on cost and revenue estimates for 1960 (R. 3430, 
3711) submitted by Northern in another proceeding, 
Docket G-19040, which was then in progress. There is 
nothing in the record to so much as suggest that in No- 
vember 1960, this estimate was stale and indeed the 
Examiner found that the Docket G-19040 data “is the 
only data available which correlates system-wide costs and 
revenues” (R, 3424). 

It should be noted at this point that, in order to keep 
the time consumed in these proceedings within reasonable 
limits, the regulations require the specified data to ac- 
company the application. This gives the staff and the 
parties an opportunity to investigate and study the data 
in advance of and in preparation for the hearings. If 
cost and revenue estimates based on one year were sub- 
mitted with the application and estimates based on a dif- 
ferent year were submitted at the hearing. intervening 
study and preparation based on the data accompanying 
the application would serve no purpose since they would 
be rendered useless and further time would be consumed 
in study and preparation based on the new data. It fol- 
lows, therefore, that the case had to and properly did pro- 
ceed on the basis of the Docket G-19040 data submitted 
with the application. 

When the hearings began in June 1961, Northern sub- 
mitted in evidence Exhibit 10 (R. 2233-2237), which was 
based on the same data as Exhibit N, annexed to North- 
ern’s application, but which was noted in a footnote to be 


37 Mid-America ignores the date of filing of Northern's applica- 
tion and refers to June 1961, the date when Northern's exhibits 
were introduced at the hearings (Br. 50). This overlooks the fact 
that these exhibits were adjustments of the cost and revenue esti- 
mates that Northern filed with its application, In the same cate 
gory is Mid-America’s comparison (Br. 15, fn. 24) between the 
figures shown by Northern's June 1961 exhibits and those in its 
annual report for the year ending December 31, 1962. as if the 
latter figures were available in November 1960, or even in June 
1961. It should be noted, moreover, that the hearings were con- 
cluded in October 1961 (R. 3398). 
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adjusted “after merger with Permian Basin Pipeline Com- 
pany, based on Dockets G-19040 and G-19041, adjusted 
to a 6.25 percent rate of return, as shown in schedules 
filed with the Commission on May 12, 1961, in compli- 
ance with Opinion 342” (R. 2284). 

As pointed out above, the Examiner found that the 
basic data were the only correlated system-wide data 
available (R. 3424). And both the Examiner and the 
Commission noted that the staff and all parties, including 
Mid-America, used the cost evidence submitted by North- 
ern (R. 3430, 3710). 

Mid-America seems carefully to have avoided stating 
precisely whether it claims that Northern’s cost and rev- 
enue estimates were stale when offered, and thus objec- 
tionable at that time, or that they became stale 
with the further passage of time. But even the latter 
claim would fail to improve its position. The course 
of an administrative proceeding from application to final 
decision tends to be lengthy. Data that become available 
at the time of decision are not available at the time of 
application and hearing when the data must be submitted. 
Consequently, it is always the case in a contested proceed- 
ing that later data are available at the conclusion than at 
the beginning or in mid-course. If records were to be 
reopened on the basis of this inevitable aging process, the 
problem of longevity, ever present in administrative pro- 
ceedings, would be transformed into the problem of inter- 
minability. Accordingly, the Commission’s refusal to re- 
open the proceedings has full judicial support. City of 
Detroit v. F.P.C., 97 AppDC 260, 230 F. 2d 810, 822-823, 
certiorari denied, 352 U.S. 829; I.C.C. v. Jersey City, 
322 U.S. 503, 514-515; El Paso Natural Gas Co. v. F.P.C., 
281 F. 2d 567, 574 (CA5). 


B. Northern’s Failure to Supply Second and Third 
Year Estimates Was Not Improper 


With respect to Northern’s failure to submit estimates 
as to second and third year operations, Mid-America whol- 
ly ignores the flexibility provided by Section 157.5(b) of 
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the Commission’s regulations (Mid-America Brief 61), 
which states that the requirements must be complied with 
unless “not necessary for the consideration and ultimate 
determination of the application.” Moreover, Mid-Amer- 
ica itself notes (Br. 50, fn. 23) that “where no changes 
are anticipated in the second and third year, pipelines 
frequently show only first year projected figures.” And 
the Commission found “that during such [second and 
third] years Northern will process the same volume of 
gas (900,000 Mef per day) that it will during the first 
year, so evidence of second and third year operations 
would be unnecessary” (R. 3710-3711).™ 


C. The Commission Properly Held That the Cost and 
Revenue Evidence Was Adequate for a Certificate 
Proceeding 


Actually, however, Mid-America has made these objec- 
tions the vehicle for what seems to be its real argument, 
i.e., that, in this certificate proceeding under Section 7 of 
the Act, the Commission has failed to require cost and 
revenue evidence as comprehensive as that which would 
be necessary in a rate proceeding under Section 4 or Sec- 
tion 5. The Commission overruled this objection, holding 
that the record was “sufficient for present purposes, where 
we are only using the cost allocations presented as a ref- 
erence in determining the appropriateness of the Settle- 
ment Agreement. Moreover, as pointed out hereinafter, 
we need not finally determine the matter of cost alloca- 
tions in this proceeding under Section 7 of the Act. This 
issue is more properly before us in Sections 4 and 5 pro- 
ceedings” (R. $711). 

The Commission granted Northern a certificate condi- 
tioned on cost allocations to Products Co. and rate reduc- 
tions to Northern’s other customers that protected the 
interests of the latter. Since this was a certificate pro- 


38 Mid-America has not challenged the finding that the second 
and third year volumes of gas processed will be the same as that 
in the first year. 


44 


ceeding, the Commission found it neither necessary nor 
proper to embark upon a lengthy, involved, full-blown rate 
investigation for the purpose of making more precise al- 
locations. That the Commission was plainly right in so 

istinguishing between the evidentiary requirements of 
certificate and rate cases is attested by Florida Economic 
Advisory Council v. FP.C., 102 AppDC 152, 251 F. 2d 
643, 646, certiorari denied, 356 U.S. 959; Oklahoma Nat- 
ural Gas Co. v. F-P.C., 103 AppDC 256, 257 F. 2d 634, 
640, certiorari dismissed, 358 U.S. 948; United Gas Im- 
provement Co. v. F.P.C., 283 F. 2d 817, 826 (CAQ9), cer- 
tiorari denied, 365 U.S. 881. 


D. In Any Event, Mid-America’s Objections Came 
Too Late 


Mid-America has offered not a word to explain why it 
withheld these objections until after the hearings were 
concluded, rather than at the time the exhibits were of- 
fered, when to have sustained the objections would have 
involved 2 minimum of wasted effort and delay. Mid- 
America’s failure to object waived the objection, Rowe v. 
Pennsylvania Greyhound Lines, 231 F. 2d 922, 925 
(CA2), certiorari denied, 351 U.S. 984; Hayden v. Chal- 
fant Press, Inc., 281 F. 2d 543, 548 (CA9), and the Com- 
mission’s holding that the objection came too late (R. 
3711) was altogether proper. 
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CONCLUSION 


Mid-America has not shown itself to be nor is it a 
party aggrieved by the Commission’s order and is there- 
fore without standing to petition for or obtain judicial 
review thereof. Mid-America’s petition therefore should 
be dismissed. Its petition, in any event, is without merit 
and, alternatively, the Commission’s Opinion and Order 
No. 874 should be affirmed. 


Respectfully submitted, 
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IN THE 


United States Court of Appeals 


For rue Disreicr or CotumsBia Crecvrr 
No. 17,717 


Mm-America Prrevine Company, Petitioner, 
v. 


FreperaL Power Commission, Respondent. 
NorrHern NaturaL Gas Company, Intervenor. 


On Petition to Review Orders of the Federal Power 


Commission 


REPLY BRIEF FOR PETITIONER 


Respondent! in its brief raises for the first time in 
the proceeding the issue of whether petitioner has made a 
sufficient showing of probable competitive injury to estab- 
lish standing to appeal to this Court. Petitioner believes 
that this issue is so patently frivolous on the face of the 
record as hardly to warrant response. However, for the 
Court’s assistance in passing on the claim, a full response 
to Respondent’s assertions is appended as Point 5 of this 
reply. 

1 Northern's brief, as wo read it, makes no assertions which are not 
also made by Respondent's brief. Hence, where appropriate this reply in 


discussing Respondent's brief is also directed to Northern's parallel aaser- 
tions, 
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1. THE BUSHTON PLANT IS A JURISDICTIONAL FACILITY. 


Respondent argues that the extraction plant is non-juris- 
dictional on a variety of grounds (discussed infra, pp. 3-10), 
and that even assuming its jurisdictional status, a remand 
would serve no useful purpose since Respondent would 
merely certificate the plant facility, taking into account the 
same facts and legal principles which it did here. These 
assertions are briefly answered. 


By Declining J i Over the Plant. Respondent Has 
Foreclosed Its Power to Credit Excess Plant Revenues to 
Jurisdictional Cost of Service and Its Power to Protect the 
Public Against Its Undesirable Operating Impact 


‘At the outset, there are two points which are not and 
could not be disputed: the extraction plant is a facility 
which, physically speaking, transports natural gas in inter- 
state commerce and thus is literally within the statute ; 
and the plant’s operation has a far-reaching impact on 
Northern Natural’s natural gas transmission and sale oper- 


ations Like other natural gas pipelines operating extrac- 
tion facilities, Northern Natural buys, transports and sells 
natural gas as a regulated public utility. It obtains 
its gas from supplies dedicated by law to natural gas 
service and at prices regulated by Respondent for the 
purpose of protecting gas consumers; it is practically guar- 
anteed a reasonable return on its transmission system; it 
is shielded by the Natural Gas Act from competition in the 
sale of gas. As a result of the construction and operation 
of the Bushton plant, Northern Natural has taken for its 
natural gas liquids venture a sizeable portion of its dedi- 
cated and price-regulated gas supply and of its transmis- 


2 The plant is located at approximately the mid-point of Northern Natural’s 
transmission system. More than half of the total gas stream passes through 
the plant in its movement in interstate commerce. During this passage 
through the plant, the cnergy-carrying capacity of the trunsmission system 
north of Bushton is reduced by 31,162,000,000 Btu a year (R. 1065). Northern 
Natural is required to transport 37,000 Mef of gas per day to its jurindic- 
tional customers north of Bushton solely in order to make up the loss of heat 
energy in the delivered gas, in addition to the 36,600 Mcf of gas per day 
consumed st the plant (Pet. Br. 16). 
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sion system capacity (Pet. Br. 36-37). These con- 
siderations, consistently pointed out by Petitioner since 
its intervention in this proceeding, raise the question of 
whether at least part of the profits derived from 
the operation of the extraction facility do not belong to 
the gas transmission system and its gas consumers rather 
than entirely to Northern Natural. 


If the Bushton plant is jurisdictional, the Commission has 

' the power to control disposition of these profits by credit- 
‘ing the revenues of the plant (exceeding a reason- 
- able return) to the jurisdictional cost of service for the 
' benefit of the gas consumers. As this Court stated in 
Panhandle Eastern Pipeline Co. v. F.P.C., .... App. D.C. 
...-, 305 F.2d 763, 768, crediting of such revenues 
is ‘“‘the ‘normal’ and judicially approved method em- 
ployed by the Commission’ in treating extraction plants. 
‘Alternatively, under Panhandle Respondent may allocate 
system costs to the plant operation, which leaves Northern 
with the entire profits of the plant. By erroneously ruling 
that the Bushton plant is non-jurisdictional, Respondent has 
necessarily confined itself to the allocation approach and 
discarded its power now and in the future to credit the 
revenue of the extraction plant to the jurisdictional cost 
of service (Pet. Br. 24-25). In so doing, Respondent has 


: SAt certain points in its brief (Resp. Br. 26, footnote ee, p. 29) 

H Respondent scoms to take the position that it would be ablo to credit reve- 
nues derived from facilities which are not jurisdictional for purposes of See- 
tion 1(b) and 7 of the Natural Gas Act. This is clearly not the case, aince 
Respondent has no statutory power over the revenues derived from non- 
jurisdictional facilities, While it can allocate some portion of total system 
costs to such facilities and thereby reduce the ‘seost of service’* which must 
be carried by the rates charged customers under jurisdictional sales, it cannot 
directly affect charges for non-jurisdictional sales. Colorado Interstate Gas 
Co, v. FPC, 324 U.S, 581, 586, 593-4. Accordingly, Respondent, under its order 
horo, will not be able to credit the revenues of the Buahton plant to Northern 
Natural’s jurisdictional cost of service in a future rate case, unlike its treat- 
ment of Northern Natural’s four other extraction facilities the revenucs of 
which are credited. 
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committed the same type of error reversed by this Court 
in Panhandle. 


As Respondent’s own brief makes clear, it has not always 
taken such a self-limiting approach to its regulatory duties. 
In one of its first opinions dealing with the treatment of 
natural gas pipeline extraction plants, Respondent found 
that the extraction of liquids reduced the heat content of 
the gas as well as consuming volumes of gas and concluded 
that gas consumers were entitled to ‘‘a fair proportion of 
the net earnings’’ from the extraction operation measured 
by the net revenues of extraction operation over and above 
642% return on investment in the operation (Resp. Br. 
37): Cities Service Gas Company, 3 F.P.C. 459, 481-482; 
aff’d Cities Service Gas Co. v. FP.C., 155 F.2d 694 (10th 
Cir. 1946), cert. dented, 329 U.S. 773. If the Bushton ex- 
traction plant is a jurisdictional facility, Respondent would 
be obliged at least to consider the attachment of an ap- 
propriate condition relating to the crediting of revenues 
to any certificate issued for construction and operation 
of the plant* 


A finding that the Bushton plant is jurisdictional would 
likewise make it possible for Respondent to consider the 
impact of physical operation of the plant on the public 
interest. For example, the extraction of liquefiable hydro- 
carbons admittedly reduces the heat energy of the gas 
stream and the system’s energy carrying capacity; on 
the other hand, as pointed out by Respondent’s staff 
in its brief in the pending proceeding involving Pan- 
handle’s new extraction plant at Liberal (Pet. Br. 66), 
extraction of inert substances in the gas stream, such as 


4In Panhandle Respondent erroneously took the position that it was pre- 
eluded from considering an allocation of costs, whereas here the error of over- 
rigidity Mes in the failure of Respondent to consider crediting of revenues. 


SIt is to be noted that ERespondent’s staff urged such a condition to the 
issuance of 2 certificate in connection with the construction and operation of 
2 new extraction plant on Panhandle’s system at Liberal. (See the staff’s 
brief in that proceeding reproduced as Appendix C to Petitioner’s main 
brief—p. 74). 
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nitrogen, increases the heat content of the stream and the 
energy-carrying capacity of the transmission system. As 
the staff pointed out in this brief, it may well be feasible 
to design extraction plants to remove nitrogen as well as 
the desired natural gas liquids and thereby counteract or 
at least reduce the loss in capacity resulting from extrac- 
tion of the liquids. This has been done at at least one 
extraction plant. Having concluded that facilities such 
as the Bushton plant are non-jurisdictional at the outset 
of this proceeding, Respondent has foreclosed itself from 
any investigation of this matter of extraction plant opera- 
tions in this or any comparable proceeding. 


Thus, reversal of Respondent’s erroneous finding that 
the Bushton plant is non-jurisdictional would be far from 
an empty formality. On the contrary, Respondent for the 
first time in this proceeding would have to decide significant 
questions as to disposition of extraction plant revenues and 
plant engineering and determine whether any certificate 
issued should be conditioned with reference to these 
matters. See Point 4, infra, p. 17. In addition, with 
its jurisdiction over the extraction plant clearly estab- 
lished, Respondent for the first time would be re- 
quired to face up seriously to the question of whether 
it is in the public interest to permit the diversion 
by a regulated gas transmission system of dedicated gas 
reserves and transmission system capacity to the extraction 
and sale of natural gas liquids. 

Contrary to Respondent’s Contention. This Court's Decisions in 
City of Detroit and Panhandle Establish That the Bushton 
Plant Is a Jurisdictional Facility. 

Respondent argues that the Bushton extraction plant is 
not a jurisdictional facility and that it did not have to 
determine under Section 7 of the Natural Gas Act whether 


6 The extraction plant attached to the Cities Service transmission system 
in Kansas operates or is to operate under a contract pursuant to which the 
plant undertakes to perform extraction of natural gas liquids and helium 
without reducing the heat energy of the gas stream by extracting sach vol- 
umes of nitrogen as may be required to preserve the heat content; Cities 
Service Gas Co., 27 F.P.C. 396. 
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construction and operation of the plant is in the public 
interest on the ground that this Court’s City of Detroit" 
and Panhandle decisions holding the Panhandle Liberal 
plant jurisdictional are not applicable to the Bushton 
plant because of factual distinctions (Resp. Br. 20-26). It 
also appears to argue that, assuming the applicability of 
these decisions, they are distinguishable as involving a 
rate case under Section 5 rather than a certificate case 
under Section 7 of the Natural Gas Act (Resp. Br. 26-30). 


‘As we read the City of Detroit and Panhandle decisions, 
this Court held that an extraction facility which is con- 
nected to and an integral part of a major gas transmission 
system operating in interstate commerce is a jurisdictional 
facility and that consequently the Commission has power 
to eredit the revenues of that facility to the jurisdictional 
cost of service (Pet. Br. 12-18). Respondent, as we 
understand its first argument, contends that this Court 
found the Panhandle Liberal plant involved in the City of 
Detroit and Panhandle litigation to be a jurisdictional fa- 


cility because it played a necessary or beneficial® role in 
the transportation of gas, whereas the Bushton plant is 
not necessary or even useful in transporting the gas on 
Northern Natural’s system. 


This distinction has no factual basis, since the Liberal 
plant is indistinguishable in engineering respects here per- 
tinent from the Bushton plant, as well as from the new 
Liberal plant to which reference has already been made. 
Respondent in arguing the City of Detroit case to this 
Court urged that the Liberal extraction plant played no 
useful purpose in transporting the gas on Panhandle’s 


—_—_— 


7 City of Detroit v. FP.C., 97 App. D.C. 260, 230 F. 2d 810, cert. denied, 
329 US. 773. 

% Respondent’s orders adopted the “‘necessity’? test (R. 3107-9, 3140-2) ; 
Sts counsel in defending the orders have backed off to a ‘¢benefit’’ test, no 
doubt beeause this Court squarely rejected the ‘necessity’? test in City of 
Detroit, supra (Pet. Br. 17-18). Counsels’ argument is of course no substitute 
for application of correct legal standards by the agency. SEC v. Chenery 
Corp., 318 US. 80, 9%. 
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mainline and that the line could operate satisfactorily in 
all respects in the absence of the plant. In support of this 
position Respondent referred to Panhandle’s evidence that 
discontinuance of the extraction operation would have only 
a negligible effect on the flow efficiency of Panhandle’s 
pipeline. (Extracts from Respondent’s brief are set forth 
in Appendix A hereto.) Accordingly, not only is Respond- 
ent inconsistently contending here that the Liberal plant 
has an important transportation function whereas it argued 
to the contrary in City of Detroit, but also it is clear that 
the beneficial effect of the Liberal plant found by Respond- 
ent in its decision under review in City of Detroit and re- 
ferred to by this Court (230 F.2d at 820) is negligible, 
just as is the small improvement in volumetric transmission 
efficiency in Northern’s system resulting from operation 
of the Bushton plant (Pet. Br. 17). 


Furthermore, we think Respondent’s argument as to the 
alleged difference between the Liberal and Bushton plants 
misconceives this Court’s rulings in City of Detroit and 
Panhandle. The key to the finding of jurisdiction over the 
Liberal extraction plant in those cases was, we submit, the 
close interrelationship between Panhandle’s extraction op- 
erations and its gas transmission operations. The Court’s 
reference to Respondent’s statement that the extraction 
operations were of some usefulness to the transmission 
operations helped to establish the close connection between 
the two, but was not in itself the deciding factor. Thus, 
the court points out in Panhandle in rejecting the identical 
contention that only ‘beneficial’? plants are jurisdictional 
(305 F. 2d at 767): 

‘Panhandle seemed to claim (1) that extraction op- 
erations which improve pipeline efficiency must 
treated as within the Commission’s jurisdiction, while 
those that do not should be treated as non-jurisdic- 
tional... . We have found no real authority for these 
propositions advanced by Panhandle.’’ 


In this case the record is clear (Pet. Br. 16) that the 
Bushton extraction operation, despite the slight improve- 
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ment in volumetric efficiency of Northern Natural’s line, 
has a seriously detrimental effect on Northern Natural’s 
transmission operations as a result of (a) the loss 
in heat energy of Northern Natural’s gas stream; 
(b) the necessity to make up for that reduction through 
the delivery of additional volumes of gas to Northern 
Natural’s jurisdictional customers; and (c) the loss 
to jurisdictional service of a significant portion of ex- 
isting transmission system capacity to transport heat 
energy.’ 


Thus, Respondent, an agency charged with the regula- 
tion of natural gas companies in the public interest, is in 
the anomalous position of arguing to this Court that ex- 
traction operations found useful to some degree to gas 
transmission operations are jurisdictional but that extrac- 
tion operations having admittedly detrimental efforts on 
transmission operations and the interests of gas consumers 
are not jurisdictional and subject to Respondent’s regula- 
tion. We submit that the facts of detriment establish very 
forcefully the close inter-relationship between Northern 
Natural’s extraction and transmission operations and the 
jurisdiction of Respondent under Section 7 of the Natural 
Gas Act to control the construction and operation of such 
extraction facilities. 


Reduced to simplest terms, Respondent is in fact arguing 
that it has jurisdiction under Section 7 over facilities which 
benefit consumers but not facilities which burden them. 
Given the Act’s purpose of consumer protection, Respond- 
ent’s position is about as supportable as an argument that it 
has jurisdiction under Section 5 over rate decreases which 
benefit consumers but not rate increases which burden them. 


lt is significant that Respondent’s staff in its brief in the pending Pan- 
handle case repeatedly points out that extraction of hydrocarbons at an cx- 
traction plant very similar to the Bushton facility adversely affects gas trans- 
mission operations by reducing energy-—carrying capacity (despite some 
increase in efficiency on a volumetric, basis) and concludes that there is ‘a 
decided benefit to consumers in limiting the amount of heavy hydrocarbons 
which may be extracted by a pipeline’? (Pet, Br. 65-68, 71-72). 
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Respondent’s second purported distinction appears to be 
that City of Detroit and Panhandle were rate cases whereas 
this is a certificate case and that Respondent’s jurisdiction 
over facilities in Section 5 rate cases permitting the credit- 
ing of extraction plant revenues is somehow different from 
its jurisdiction over the same facilities in Section 7 certifi- 
cate cases (Resp. Br. 26-30).1° However, the statute, as 
we point out in our main brief (Pet. Br. 15), contains no 
such distinction. There are no facilities for the transpor- 
tation of natural gas within the meaning of Section 1(b) 
which are jurisdictional for purposes of Section 5 of 
the Natural Gas Act but not for Section 7 purposes. 


Respondent seeks to support this claim by arguing (Br. 
22, 28-29) that since certification of the extraction plants 
was not at issue in City of Detroit and Panhandle as well 
as other proceedings in which crediting of plant revenues 
was approved, this Court and the other courts involved 
have tacitly approved the asserted difference between Sec- 
tion 5 and 7 jurisdiction. However, the extraction plant at 
Liberal was built in 1936 prior to the enactment of the 
Natural Gas Act in 1938, Panhandle Eastern Pipeline Co., 
18 F.P.C. 53, 77. Similarly, the other two court decisions 
related to extraction plants in operation at least as long 
ago as 1939, well prior to the expansion by Congress in 
1942 of the Commission’s jurisdiction to grant certificates 
of public convenience and necessity" Thus, no issue of 
certification of these plants could have arisen. 


The whole thrust of the City of Detrott-Panhanadle deci- 
sions is that the Commission should treat an extraction 
facility of this kind as jurisdictional in order to maintain 
necessary regulatory authority. Since the Commission ob- 


10We do not understand the reference by Respondent to the Hope and 
Colorado Interstate cases in this connection (Br. 27). As stated in fn 3, 
supra, Colorado Interstate shows that Respondent has no power to eredit reve: 
nues derived from non-jurisdictional activities, 


11 Prior to 1942 the Commission's certificate authority was restricted to 
the construction of facilities which would transport gus to a market already 
served by another natural gas company, S2 Stat, Soa. 


10 


viously loses its power over extraction plant revenues un- 
less the facility is jurisdictional as a facility used for the 
transportation of natural gas in interstate commerce within 
the meaning of Section 1(b) of the Natural Gas Act (Pet. 
Br. 59), it is clear that the City of Detroit-Panhandle 
holdings must apply as much under Section 7 as under 
Section 5 of the Act, if the policies of the Act are to be 
fully carried out.* 


2 RESPONDENT FAILED TO GIVE CONSIDERATION TO NECESSARY 
ELEMENTS OF PUBLIC CONVENIENCE AND NECESSITY IN AUTHOR- 
IZING THE NORTHERN NATURAL PROJECT. 


End Use of Natural Gas. 


Respondent distorts Petitioner’s position when it as- 
serts (Resp. Br. 31-33) that we seek to lead Respond- 
ent into the regulation of the natural gas liquids business 
and any manufacturing concern using natural gas as fuel. 
On the contrary, our position is simply that when a sub- 
stantial issue is raised as to whether a proposed end use 


of natural gas and public utility transmission system fa- 
cilities is in the public interest, Respondent is required 
to weigh the value of the proposed use as compared to the 
continued use of the gas and facilities in natural gas serv- 
ice to existing customers (Pet. Br. 25-36). 


The Supreme Court in the Transco case held that 
Respondent, in denying a certificate for the transportation 
of gas for use as boiler fuel, properly weighed the relative 
value of this use of gas against its conventional and gen- 
erally accepted use for domestic consumption, taking into 
account the pre-emption of low cost gas reserves and trans- 
mission system capacity which would result, and the avail- 


12 Respondent's attempt to analogize the Bushton extraction facility (Resp. 
Br. 25) to gathering facilities of natural gas producers is wholly inapposite. 
There is no specific statutory exemption for facilities physically carrying gas 
on pipeline mainline systems in interstate commerce as there is in Section 1(b) 
of the Natural Gas Act for field gathering facilities. 


13 F.P.C. v. Transcontinental Gas Pipe Line Corp., 365 U.S. 1, 6-22 (1961). 
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ability of other fuels for boiler fuel. We have consistently 
requested Respondent to make the same type of determina- 
tion upon a proper record in this proceeding. In its origi- 
nal opinion Respondent paid lip service to Transco by as- 
serting that Northern Natural’s project represented a 
‘¢wise and efficient utilization of our natural resources.’’ 
Then, in its order on re-hearing Respondent seemingly 
drew back from this unsupportable conclusion, using the 
essentially meaningless words that the project would pro- 
vide ‘‘an additional use for this wasting natural resource’’ 
(R. 3709, 3779). Finally, on brief to this Court Respondent 
has come full circle and is back with the ‘‘wise and 
efficient’’ utilization language as its compliance with 
Transco (Resp. Br. 30-33). 


In footnote 25 on page 31 of its brief Respondent makes 
an effort to provide a documentation for this conclusion 
which is wholly outside the record and for which, accord- 
ingly, no record reference could be or was made. These 
assertions, if true, would join issue with some of the con- 
trary considerations of record set forth in our main brief 
for the purpose of showing the kind of issue Respondent 
should have considered, but didn’t (Pet. Br. 33-35). Re- 
spondent’s assertions are contradicted by the present 
record,‘ and Petitioner is certainly entitled to an oppor- 
tunity to test their validity before they are given any 
weight by this Court. Respondent only emphasizes the 
total lack of support for its finding on the question of end 
use by attempting at this late date to make an ex parte 
record on the point in its brief here. 


14 The purport of footnote 25, as we understand it, is that the liquefiabdle 
hydrocarbons with higher Btu content are burned more efficiently as liquids 
than as elements of natural gas, The present record, however, indicates that 
the liquofiable hydrocarbons are needed in the natural gas stream (which 
also contains inort substances with no heating value) to provide a stream 
with an over-all acceptable heat content, and that extraction of liquefiable 
hydrocarbons requires transmission of new volumea of gas and pre-emption 
of transmixsion system capacity to maintain the pre-existing heat content of 
the stroam as it is dolivered to gas customers. 


12 


Pre-emption of Transmission System Capacity. 
Respondent’s attempt to distinguish this Court’s City 
of Pittsburgh decision® (Resp. Br. 38-39) merely under- 
lines its failure to consider the effect of pre-emption 
of transmission system capacity on the interests of gas 
consumers. Both in this case and in City of Pittsburgh 
& pipeline was attempting to transfer capacity previously 
dedicated to natural gas service for use in transporting 
another fuel, the salient point in both cases with respect 
to pre-emption being that the capacity taken for such a 
purpose will have to be replaced in the immediate future at 

higher cost to meet the needs of gas consumers.”* 


This Court explicitly held in City of Pittsburgh that Re- 
spondent must determine the extent and cost of the pre- 
emption and then take these facts into account in apprais- 
ing public convenience and necessity. Respondent refused 
expressly to do this here (Pet. Br. 37-41). It defends 
its action in this respect (Br. 39) by quoting its examiner’s 
view that capacity is not reserved for any particular cus- 


tomer. This may be true as a generalization, but it misses 
entirely the point that a transfer of gas transmission sys- 
tem capacity to transportation of another fuel may nonethe- 
less injure such customers in a way which requires Com- 
mission consideration under Section 7 of the Natural Gas 
Act—the holding in City of Pittsburgh. 


3% City of Pittsburgh v. F.P.C., 99 App. D.C. 113, 237 F. 2d 741 (CADC 
1956). 


16In City of Pittsburgh, Texas Eastern proposed to abandon one of its 
three principal gas transmission lines serving the Pittsburgh area for the 
purpose of converting the line to the transportation of liquid petroleum 
products. Abandonment of the line from natural gas service meant that 
Texas Eastern’s next expansion of gus deliveries would require expensive 
looping of another of its main lines rather than relatively inexpensive use 
of the full capacity in the line sought to be abandoned; 237 F. 2d at pp. 
750-752. Contrary to Respondent’s contention (Resp. Br. 38), Northern 
Natural’s taking of gas transmission cupacity to transport gas for the pur- 
pose of extracting liquids is just as much an abandonment of transmission 
facilities from natural gas service as that proposed in City of Pittsburgh, 
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In the absence of compliance with this Court’s directive 
in City of Pittsburgh and a determination of the cost to 
Northern Natural’s gas transmission system and its juris- 
dictional customers of the pre-emption of capacity, Re- 
spondent has no factual basis for a conclusion that a re- 
duction in rates is adequate compensation for such loss 
of capacity. Furthermore, contrary to Respondent’s con- 
tention that this cost is ‘‘wholly speculative’’ at the present 
time but could be determined in some future rate proceed- 
ing (Resp. Br. 38), we show in our main brief that 
Respondent would as a practical and legal matter be power- 
less in the future, unless the cost is determined in this 
proceeding and Northern Natural put on notice by a con- 
dition in its certificate that the extraction plant is to be 
charged with the cost of pre-emption of capacity (Pet. 
Br. 42-43)..7 Respondent made the same argument 
that the question was too ‘‘speculative’’ to permit present 
determination in City of Pittsburgh, but was directed by 
this Court to make the determination, with the comment 
that this is ‘‘the sort of inquiry customarily made by regu- 
latory agencies’’; 237 F. 2d at 753. 


3 RESPONDENT'S FAILURE TO OBSERVE OUTSTANDING 
REGULATIONS WAS A VIOLATION OF PROCEDURAL 
DUE PROCESS. 


Respondent (Br. 40-44) argues that the Commission 
could appropriately rely on cost and volume estimates for 
the year ending July 31, 1959 when determining the cost 
impact of the plant on the system, because those data 
reflected the state of Northern’s system when the applica- 
tion was filed in November 1960. Respondent, as well as 
Northern, ignores the main point of our objection to 


17 Since our main brief was filed, Respondent has approved without hearing 
a $10 million expansion of Northern's mainline facilities to provide additional 
peak deliveries of 30,127 mef a day to meet increased contract demands of 
Northern's utility customers, (Northern Natural Gas, Co., Docket No, CP63- 
219, order issued August 6, 1963) Thus, the forecast of future burden in our 
main brief (Pet, Br. 43-45) has already received confirmation, 
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the use of these data: namely, that they reflect a much 
smaller pipeline system than that which Northern had in 
operation in 1962, the projected first year of operation of 
the plant. 


The Commission’s regulations (Pet. Br. 61) are clear. 
They require an applicant to submit, not current costs but 
rather, estimates of at least the projected first full year 
of operation (Pet. Br. 49-50). In Northern’s case, this 
would be the year 1962 which was the projected first year 
of operation in its application and its evidence (R. 95, 137).8 
Northern, for the only time we are aware of in an applica- 
tion of this magnitude, has failed to make such an estimate. 
Rather, it simply added to its already stale 1959” estimates, 
which reflected the state of its system in the calendar year 
1959, the incremental costs and volumes of the projected 
plant operation. Thus, it did not take account of projected 
system expansion during the three-year period 1959-62, 
much of which had already been authorized when its ap- 
plication was filed. 


Without an estimate of total system cost for the first 
year of operation, it is impossible to determine what pro- 
portion of the total system cost should be assigned to the 
operation of the extraction facility. In this case, North- 
ern’s estimated cost for the calendar year of 1962 ob- 
viously would have been substantially higher than the 1959 
estimate it did make (Pet. Br. 51), although it is impossible 
to say how much higher. What is clear is that the 1959 


18 As we have pointed out (Pet. Br. 50), pipelines make this kind of 
estimate all the time, projecting into the future the anticipated growth of 
the system to arrive at a realistic estimate of what the total system ’s do- 
Liveries and costs will be during the anticipated first year of operation, which 
is usually several years down the road. 

19 Not 1960, as Respondent erroneously states in its order (R. 3430) and 


brief (p. 41). See B. 1057-8, and 25 F.P.C, 431, The 1959 estimates were 
15 months out of date when the application was filed. 


estimates did not represent projected first year total system 
costs. 


Secondly, the Federal Power Commission allocates 
costs on the basis of the ratio of total annual vol- 
umes of gas delivered by the system to the annual vol- 
umes taken by the Bushton plant, and total (system) 
peak volumes to the peak volumes taken by the plant. 
While Northern supplied 1962 Bushton annual and peak 
volumes, it did not supply 1962 estimates of the system 
volumes, As it turned out, the actual 1962 system volumes 
were approximately 15% higher than its 1959 estimate 
(Pet. Br. 51). Since Northern’s system has been expand- 
ing rapidly since 1959, it is obvious that had it complied 
with the Commission’s regulations and submitted 1962 
projected first year volume figures, these would have been 
higher than the 1959 estimate. Without total system 
volumes and cost estimates it is impossible to make the 
allocation contemplated by the Commission’s regulations.” 
It is true that many of the parties, including Mid-America, 


attempted to make an allocation using the 1959 estimated 
costs and volumes as pro forma figures, but Mid-America 
made clear its position (R. 1513, 3603; Br. 41-46) that it 
was doing this simply in default of any accurate and 
usable figures. 


It is impossible to tell whether the use of 1962 system 
cost and volume estimates would have resulted in greater 
or less cost being allocated to the plant. What is clear is 
that Northern by violating Commission regulations and 
Respondent by its acquiescence in that violation, has made 
it impossible to make any accurate or meaningful cost al- 
location in this proceeding. Consequently, Northern’s pro- 
posed settlement rates are completely unsupported and 
Respondent was quite correct in refusing to make its 


20 That is, both the amount to be allocated (the system costs) and one part 
of the allocation factor (the system volumes) are unknown, 
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normal finding (Pet. Br. 54) that they were ‘‘in the 
public interest.”’? 


Finally, Respondent argues (Br. 44), that Petitioner 
in effect is estopped because it did not put Northern on 
notice that it would challenge the validity of its cost ex- 
hibits during the hearing. Respondent’s argument is be- 
side the point ;* and in any case it is incorrect as a matter 
of fact. When Northern’s cost evidence was presented in 
the hearing, petitioner’s counsel cross-examined Northern’s 
two cost witnesses (Hultquist and White) challenging North- 
ern’s failure to submit 1962 cost estimates, bringing out on 
the record the fact that Northern was using 1959 system 
costs and volumes which made it impossible to make a 
meaningful determination of the cost impact of the plant 
(B. S64, ST4+-8, 922-4). Northern was thus put on notice that 
Mid-America was challenging the 1959 estimates and 
could have submitted current estimates at the hearing. 
‘At the conclusion of the hearing, Mid-America attacked 
the inadequacy of these estimates vigorously and at length 


in its brief to the Examiner and urged that the case 
be reopened to afford Northern an opportunity to com- 
ply with the Commission’s regulations. Had Northern 
at this point wished to come forward, the hearing 
could have been reopened without any great loss of time 
on the part of the Commission. Northern did not take 


21 Respondent argues (Br. 37) that regardless of the ultimate validity 
of the settlement rate, gas customers are benefited by the rate reduction in 
that it absorbs the cost of certain unused espacity on the system and thus 
results in a decreased cost of natural gas to them. This consideration wholly 
overlooks that (2), as Respondent appears to recognize (R, 3713-5), it is 
impossible to tell whether the proposed rate reductions will fully com- 
pensate the gas customers for the certain increase in system operating 
expense which will result from the plant’s operation both at present and 
Gown the road, (b) it is also imponsible to determine whether or not the 
ultimate customer loss from preemption of the depreciated pipeline facilities 
and Northern's low cost gus reserves will more than offset any benefit to the 
customer from the absorption of the unused capacity (Pet. Br, 36-46). 

2 The two cases cited by respondent in this connection (Br. 59) involve 
conventional holdings that a failure to object to the form of a question or 
to admission of hearsay evidence in district court trial foreclosed raising 
such issues a8 errors on appeal. 
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advantage of this suggestion and it was also rejected by 
the Examiner. Since that time, Mid-America in its excep- 
tions to the Commission (R. 3566-7, 3602), in its application 
for rehearing (R. 3726), and in its brief to this Court (pp. 
49-57) has consistently taken the identical position that 
the 1959 estimates did not comply with the Commission’s 
regulations and that the Commission’s reliance on them 
amounted to a denial of due process. 


Respondent’s argument amounts therefore to nothing 
more than an attempt to relieve Northern of the burden 
of meeting the requirements of Commission regulations and 
the standards of the Act. 


4. RESPONDENT TO THE CONTRARY. A REMAND WOULD NOT 
BE A MEANINGLESS FORMALITY. 


Respondent argues (Br. 20-22) that even if it com- 
mitted a basic error of law in misconceiving its jurisdic- 
tion under §7 of the Natural Gas Act, this Court should 
not reverse and remand, because Respondent would merely 
have to go through the motion of reviewing the record 
and reaffirm its decision. To say the least, such a state- 
ment by an administrative agency is startling. 

Petitioner submits that a remand would be far from an 
empty formality, if the Court were to make clear in its 
opinion that it expects Respondent to make a bona fide 
reappraisal of the record in the light of the Court's state 
ment of the governing legal rules. Specifically, Respond- 
ent should be directed to vacate Northern's existing cer- 
tificate which has been issued under an erroneous view of 
the law. It should then afford Northern Natural and its 
subsidiary an opportunity to apply for the necessary cer- 
tificate of authorization to operate the plant and submit 
additional evidence required by Respondent’s regulations 
in support of such application. Respondent should further 
be directed by the Court in clear terms to consider the 
primary issue presented to it—namely, whether or not the 
operation of the plant in the first instance is required by the 
public convenience and necessity—before turning to the 


18 


other questions of consumer protection which have engaged 
it in this proceeding. In deciding this primary question, 
Respondent should ascertain whether there is sufficient 
need for the facility, taking into account Mid-America 
as an alternative source of supply, to warrant certificating 
it im the hight of the many problems of consumer protection 
which it creates. Respondent should further be instructed, 
assuming that it certifies the plant, to determine (a) 
whether the certificate should be conditioned to required 
design specifications, and (b) whether or not the revenues 
from the plant should be credited to the jurisdictional cost 
of service or whether an allocation of system costs should 
be made to the plant. If it decides on allocation, it should 
determine the costs properly allocable to the plant (in- 
cluding the additional cost to the customers caused by pre- 
emption of the depreciated pipeline facilities and low 
cost reserves), and either ascertain the rate adjustments 
necessary to compensate for pre-emptive losses and addi- 
tional system costs required by the operation of the plant 


or condition the cerificate to preserve its ability to pro- 
vide this protection in the future. 


S. PETITIONER IS AGGRIEVED BY RESPONDENT'S ORDERS 


Petitioner's Standing is Demonstrated by Facts of Record Not 
Disputed by Any Party 


Respondent for the first time in this proceeding takes 
the position (Br. 11-20) that petitioner will not be ‘‘sub- 
stantially’’ injured by the operation of the Bushton plant 
and consequently that it is not aggrieved. We believe that 
the assertion is patently frivolous.” 


The following facts are not disputed. Petitioner trans- 
ports its shippers’ natural gas liquids for varying distances 
through its pipeline network to nine terminals, located in 


2 Aggrievement ie a jurisdictional requirement under Section 19(b) of the 
Natural Gas Act. Despite Eespundent’s suggestions to the contrary (Br. 
14), petitioner's aggrieved statu» was properly alleged in the petition and is 
discumed in its main brief (pp. 3-5, 32-33, 55-57). The development of tho 
record on competitive injury ie summarized infra, pp. 22-25. 
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a seven state area in the Northcentral portion of the coun- 
try, where there are facilities in which the liquids can be 
stored for limited periods of time until they are taken up 
in tank trucks by either the shippers or by the shippers’ 
customers (R. 1330-3). Since transportation costs are a 
major element in the cost of natural gas liquids (R. 1334, 
1341), petitioner’s service is obviously most competitive 
in the areas closely adjacent to its terminals where the costs 
of distribution by truck or rail from the terminals are 
minimized. 

Northern Natural through its subsidiary, Northern 
Products, proposes to construct seven terminals for the 
delivery of natural gas liquids from the Bushton plant. 
Six of these are within 10 to 80 miles of Mid-America’s 
terminals, and all are in the general area served by Mid- 
America (R. 1338, 2383). This is clearly shown in Exhibit 
44, Plate 1 which is reproduced in the joint appendix (R. 
2383). In transporting the contemplated large volumes of 
natural gas liquids into this area, the Northern system will 
be in direct competition with Mid-America and its shippers 
as well as with local sources of supply or other importers 
(Pet. Br. 3-5).™ Leaving aside local sources of supply, 
every gallon of natural gas liquid which Northern Natural 
delivers from a terminal located within Mid-America’s 
service area is one gallon less that Mid-America can reason- 
ably expect to ship through its pipeline system and that 
much less revenue for Mid-America. 


It is not necessary for Mid-America to establish that 
it will be ruined by competition to show its standing as 
an aggrieved party in this court, but only a reasonable 


* That is, both Northern and petitioner transport natural gas liquids from 
the same production area to the same market, The only distinction is that 
Northern transports them in vapor form for part of the way on its system, a 
fact which does not in any way minimize ita competitive impact, Petitioner 
repeatedly emphasized this fact from its opening statement (R. 28-30) to its 
application for rehearing (R. 3730), and Respondent's assertion (Br. 13) 
that Mid-America ‘‘conceded’’ a total lack of competition ‘in any sense,"’ 
with Northern's natural gas pipeline is self-ovidently incorrect. 
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probability of a substantial adverse impact. It is well estab- 
lished that a party ‘‘threatened with financial loss through 
increased competition’ or ‘‘likely to suffer injury’’ as a 
result of Respondent’s orders has standing as an aggrieved 
party in this Court. National Coal Ass’n, v. F.P.C., 89 
App. D.C. 135, 191 F. 2d 462, 464; City of Pittsburgh v. 
F.P.C., 99 App. D.C. 113, 237 F. 2d 741, 746; Virginia 
Petroleum Jobbers Assn. v. F.P.C., 105 App. D.C. 172, 
265 F.2d 364, 367-8; F.C.C. v. Sanders, 309 U.S. 470, 476-7. 
Respondent has found that ‘‘Mid-America’s evidence 
tended to prove that Products Company’s operation will 
compete vigorously with Mid-America’’ (R. 3710), which 
is virtually a finding of aggrievement. Virginia Petroleum 
Jobbers, supra. It is not necessary for Mid-America to 
prove the precise extent of its competitive injury—an im- 
possibility before the fact. 


There is no dispute that Northern Natural’s proposed 
deliveries during the first year of operation of the extraction 
facility and related pipeline amount to 39% of Mid-Ameri- 
ca’s total projected deliveries during its first year of opera- 
tion (R. 3417). In Iowa, served by three Mid-America ter- 
minals, Northern’s propane deliveries through its three 
projected terminals (69.2 million gallons) will amount to 
40% of the total 1960 market for propane in that state 
(Exh. 44, Schedules 3, 10).~ Clearly, the competition 
will be substantial in amount, and will undoubtedly have 
an adverse impact on Mid-America’s deliveries through 
its three terminals in that state. 


Respondent, however, now attempts to argue (Br. 12-13) 
that petitioner’s injury is remote because it is not in com- 
petition with a private carrier such as Northern Products. 


2% Propane is the principal plant product (Exh. 9, Sched. 1). Northorn’s 
projected propane deliveries in the other three statos in which it will construct 
terminals amount to 38 (Nebraska), 31 (Illinois) and 19 (Minnesota) percent 
of total 1960 sales in those states, excluding local production (832, Exh. 44, 
Sehed. 2). 
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The short answer to this is that Respondent found to the 
contrary in its opinion; supra, p. 20. Also, this claim ignores 
the fact that Petitioner’s shippers are in direct competition 
with Northern’s marketing subsidiary (Northern Propane; 
R. 797-8), and with its principal customer Phillips which is 
itself a major distributor of natural gas liquid products in 
the area (R. 788, 797-8). These two marketers will take 
and resell the liquids transported by Northern Products.” 
Petitioner obviously stands to rise or fall with the volume 
of its shipper’s sales in this market, since natural gas 
liquids which shippers cannot sell in Mid-America’s market 
area are natural gas liquids which they will not ship through 
its pipeline. Mid-America could be much more directly, 
and seriously, injured by the competition of Northern’s 
service than Mid-America’s shippers, which have alterna- 
tive markets for their product. 


Finally, it is not necessary to weigh probabilities to 
establish the economic impact on petitioner. Prior to the 
commencement of operation of the Bushton extraction fa- 
cility, Mid-America was transporting for Phillips Petroleum 
Co.—which, as stated, is a major distributor of natural gas 
liquid products in Mid-America’s service area—large vol- 
umes of natural gas liquids to meet the needs of Phillips’ 
customers. Phillips has informed Mid-America (R. 1604) 
that following construction of the projected pipeline and 
its terminals, Phillips’ basic needs will be met by pur- 
chases under its sales contract with Northern Gas Prod- 
ucts, and it will reduce its tender of natural gas liquids 


28 Respondent argues (Br. 15-17) that Mid-America, to show injury, was 
roquired to establish tho relationship between ita shippers’ cost or prices and 
thon of tho projected natural gas service to be supplied by Northern's sys 
tem and its principal customer Phillips, However, since Phillips, which is an 
oxtablished distributor, has agreed (Exh, 49; R, 788) to take or pay for all 
of tho plant propane output at fixed prices and obviously must dispose of 
the product, it would be a strong competitive foree in Mid-America's market 
aren regardloas of coata of distribution, The price-cost relationship alone 
thorefore could not be decisive as to the existence of competitive impact. 
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for transportation by Mid-America by a minimum of 50%." 
Thus, Mid-America will suffer a substantial loss arising 
directly from the operation of Northern’s project, a loss 
which will occur automatically and can hardly be gainsaid 
by Respondent. It is, however, merely one example of the 
kind of economic impact which this project will unques- 
tionably have on Mid-America. 


It follows that Respondent’s objection to Mid-America’s 
standing is entirely frivolous, and is actually more an 
attempt to divert the attention of the Court from the merits 
of the appeal than a serious jurisdictional argument. 


The Development of the Record on Competitive Injury. 


At the hearing before Respondent’s Examiner, petitioner 
offered detailed evidence to establish the adverse economic 
impact of Northern’s proposed service on its volumes and 
revenues (R. 1325-1477; Exh. 44-47).%% Mid-America in- 
troduced Bureau of Mines data which showed a 1960 pro- 
pane total sales figure of 1.5 billion gallons and an import 
requirement of 1 billion gallons for the nine states in the 
Northcentral region of the country. It showed an import re- 
quirement of 737 million gallons for Mid-America’s smaller 
primary market surrounding its terminals (R. 1335-1336; 
Exh. 44, Sch. 3). Mid-America estimated that during its 
first full year of operation (1961) it would transport and 
deliver through its terminals 488 million gallons, and 
Northern estimated that Northern Products during its first 
year of operation (1962) would transport and deliver 192 
million gallons through terminals in most cases adjacent 
to Mid-America’s. The size of Northern and Mid-America 
combined estimated deliveries in relation to the relevant 


2 Mid-America as a common carrier is forbidden by law (49 U.S.C. 15(11) 
to revea] the volume or other details of shipments through its facilities. Viola- 
tion of this prohibition is subject to criminal penalty (49 U.S.C. 15(12)). 
While this was brought out on the record, Respondent neglects to mention 
it, in commenting (Br. 17) that Mid-America did not present shippers’ data. 


2% Respondent’s contrary statement (Br. 16) is incorrect (R. 1325-1477). 
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import market of 737 million gallons permits little doubt 
that Northern’s service would have a substantial competi- 
tive impact.® 


While Northern presented no rebuttal evidence it chal- 
lenged the extent of this injury in cross-examination (R. 
1348-1410). The issue was briefed in detail to the Ex- 
aminer. The Examiner, misunderstanding the evidence, 
found (R. 3417-8) that the relevant market consisted of the 
1.5 billion gallons total propane sales figure for the entire 
nine state area plus Mid-America and Northern’s pro- 
jected deliveries, which is of course nonsense. He also failed 
to subtract from the 1.5 billion total, local production in the 
area of 477 million gallons—a market which is essentially 
closed both to Northern and Mid-America (R. 1423). Based 
on these misconceptions, he determined (R. 3417) that 
Northern’s competitive sales would represent only 8.7% of 
the market available to Mid-America and concluded there- 
fore that there ‘‘Mid-America’s evidence fails to establish 
that Product’s proposed operation would produce competi- 


tive results substantially damaging to it or that for such 
reasons, Northern’s application should be denied.’?® Not 
even Northern has attempted to defend this finding, and 
Respondent’s order, as we shall show, is careful not to 
adopt it. 


Petitioner vigorously challenged the examiner’s con- 
clusion in exceptions (R. 3596-3602),* pointing to his basic 
misconception regarding the undisputed facts of record. 
Respondent in its opinion did not pass on the finding as 
to competitive injury because it considered it ‘‘immate- 


2° As Northern Natural’s brief concedes (Br. 10), estimated Mid-America 
and Northern Products propane deliveries practically equal the entire import 
requirements of Mid-America's primary market, Thus, for this market to 
accommodate both companica, competing imports by barge, truck, and rail 
would have to disappear almost entirely, 


30Tho daily propane import requirement computation of the examiner 
referred to in respondent's brief (Br. 5) is also seriously overstated as a 
result of tho examinor’s mistake as to the aize of the market (R. 1413-4). 


31 Respondent’s contrary statement (B. 16) is incorrect. See R. 3596-3602, 
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rial.’” Respondent's orders at no point discuss the finding, 
and adopt only those portions of the Examiner’s de- 
cision which were ‘consistent with its opinion.’’ (R. 3717). 
Since, as already indicated, Respondent’s only reference 
to Mid-America’s injury is a statement that, although Mid- 
America and Northern Products would be in ‘‘vigorous”’ 
competition, the question of whether there is a sufficient 
market to support both Mid-America and Northern Prod- 
nets is ‘immaterial’? (R. 3710), it seems clear that Re- 
spondent did not intend to adopt the examiner’s erroneous 
finding that the market was big enough to support both 
companies without injury to Mid-America.” Nonetheless, 
out of an excess of caution, petitioner applied for rehear- 
ing of Respondent’s failure to consider and grant its ex- 
ceptions to this part of the examiner’s decision (R. 3726, 
3720-1).* Finally, in its petition to this Court petitioner 
alleges the injury to Mid-America, the statutory ground 
for jurisdiction, and asserts as error Respondent’s failure 
to give consideration to that injury. The petition clearly 
conforms to Rule 38 of this Court relating to pleadings for 
review of administrative agencies This rule calls for 
“‘a concise statement, in barest outline, of the result 
of the proceeding as to which review is sought, the 
facts upon which venue is based, the grounds upon 
which relief is sought, and the relief prayed.”’ 


Respondent’s contention that Mid-America has not prop- 
erly alleged its injury in this Court (Br. 13-14) is accord- 
ingly erroneons. 


Since as we have shown, supra, pp. 18-22, that com- 
petitive injury is immediate and substantial, petitioner has 
unquestionable standing to challenge Respondent’s order. 


22 Respondent’s statements to the contrary (Br. 16, 35) are not supported by 
anything appearing in the record pages which it cites. 

23 Respondent’s contrary statement (Br. 16) im incorrect (R. 3726). 

% The petition also adopts by reference the statement of errors set forth 
in petitioner’s attached application for rebearing which in turn both specified 
petitioner’s injury of loss of business and incorporated by reference petitioner’s 
detailed description of its injury in its exceptions to the examiner’s decision. 
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CONCLUSION 


For the above reasons, petitioner respectfully requests 
that Respondent’s orders be reversed and the cause re- 
manded with instructions to vacate the certificate and for 
further proceedings as set forth, supra, pp. 17-18, and in 
its main brief (pp. 57-58). 
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UNITED STATES COURT OF APPEALS 
FOR THE DISTRICT OF COLUMBIA CIRCUIT 


No. 12351 
Crry or Derrorr, Micuican, Petitioner 
Vv. 


Fepera Power Commission, Respondent 
Paxganpte Eastern Pree Live Company, Intervenor 


No. 12359 
Cocsty or Wayne, Micuican, Petitioner 
v. 


Feperar Power Commission, Respondent 
Paxuanxpte Eastern Pree Live Company, Intervenor 


On Petition for Review of an Order of the Federal 
Power Commission 


BRIEF FOR RESPONDENT, FEDERAL 
POWER COMMISSION 


[Pages 32-36] 
It 


Tue TreaTMeNT oF PaNHANDLE’s GASOLINE EXTRACTION 
Opzrations as Non-Urmiry Was Proper 


Petitioners complain that the Commission erred in treat- 
ing the gasoline operations as non-jurisdictional, resulting 
in the exclusion of both the revenues and costs of such 
operations from the cost of service in fixing rates for Pan- 
handle’s natural gas resale sales (Wayne Br. 7; Detroit 
Br. 10). Petitioners assert that this is a reversal of Com- 
mission policy and therefore erroneous (Wayne Br. 7; 
Detroit Br. 77). The facts in this case, however, justify 
the Commission’s decision that Panhandle’s gasoline oper- 
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ations should be excluded in the rate-making of Panhandle’s 
resale sales, though in the past, under different facts and 
circumstances, the Commission may have included such 
operations (both revenues and expenses) in rate-making. 

The gasoline extraction is simply the removal of the 
heavier hydrocarbons (called natural gasoline”) which is 
contained in the wet gas stream (or raw gas) as it comes 
from the ground. After the heavier hydrocarbons are 
extracted, the remainder is called residue or dry gas and 
is the natural gas transported and sold, whose rates were 
in this proceeding. In the period 1931-1936 the gas which 
was produced and purchased by Panhandle in the Pan- 
handle field was transported and sold as raw or wet gas 
(Ex. 462, p. 1; R. 7388). In 1936 Panhandle installed a 
gasoline plant at the Liberal compressor station and the 
gas from the Panhandle field was processed at that station 
(Ex. 462, p. 1, R. 7388). Also, about the same time, the 
raw gas purchased and produced by Panhandle in the 
Hugoton Kansas field was processed at the Liberal plant. 
However, and this is important, in 1943 Panhandle entered 
into a contract with Phillips Petroleum Company (Phillips) 
for the daily purchase of approximately 56,000 Mef of 
residue or dry gas—gas which has already been treated 
for the extraction of natural gasoline. At the same time, 
Panhandle and Phillips agreed that Phillips would process 
Panhandle’s wet gas from the Panhandle, Texas, field at 
the Phillips Gasoline Plant (the Sneed plant), returning 
the residue gas to Panhandle. This, of course, was in ad- 
dition to the above-mentioned 56,000 Mef of dry gas. 
Phillips retains 40%, plus 2% for handling, of the revenues 
received from the hydrocarbons extracted from Panhandle’s 
own gas (R. 9773). Thus, in 1943, no further processing 
of Panhandle field gas was performed at Panhandle’s Lib- 


32 Natural gasolino is tho generic term used for the heavier hydrocarbons 
extracted from the wet gas. It is used as a blend to form the gasoline com- 
mercially used and sold for motor vehicles, In recent yeara some of the 
heavier hydrocarbon containing a large degree of butane or propane are 
extracted as LPG (Liquefied Petroleum Gas) and sold commercially as 
“bottled gua’? (R, 1878-1880). 
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eral station (Ex. 462, p. 2; R. 7389). Further, it is un- 
disputed that in 1950 Panhandle purchased the following 
daily volumes of dry gas or residue gas in the Texas Pan- 
handle field: an additional 95,000 Mcf from Phillips (in 
addition to the 56,000 Mcf); 28,000 Mcf from Magnolia 
Petroleum Company and 75,000 Mcf from Shamrock Oil 
& Gas Company. Panhandle continues to use its Liberal 
gasoline plant to process the wet gas which it purchases 
and produces in the Hugoton Kansas gas field. Pan- 
handle’s main transmission system then proceeds north- 
easterly where the main line sales of natural gas take 
place. In 1950, the total volume of gas produced and pur- 
chased to supply the main line sales was 190,978,000 Mcf, 
of which approximately 44% was purchased from inde- 
pendent operators as residue gas (Ex. 462, p. 3; R. 7390). 
In 1952, the total annual estimated volume of gas produced 
and purchased to supply the main line sales was 200,000,000 
Mcf and approximately 47% was purchased from inde- 
pendent operators as residue or dry gas, and this does not 
take into account certain recent contracts calling for ad- 
ditional volumes of residue gas from independent operators 
(Ex. 463, p. 3; RB. 7415). 


Based on the foregoing facts, there was ample evidence 
that the large proportion of purchased residue gas, when 
blended in the pipe line with the volume of raw gas, would 
result in a mixed gas which would be readily transportable 
and merchantable, and that the extraction of natural gas- 
oline is therefore not a necessary function of Panhandle’s 
natural gas business (Ex. 462, p. 4; R. 7391). 


The Commission in this case expressly noted that its 
earlier decisions were ‘‘bottomed on findings that the proc- 
essing was ‘necessary to make the natural gas marketable 
and transportable’ ’’ (R. 9775). And Panhandle’s witness 
recognized that there was a difference in Panhandle’s oper- 
ations at the time of the first Panhandle case (3 FPC 273, 
aff’d 324 U.S. 635), where the gasoline extraction business 


23 These volumes are rounded off for simplicity of presentation. 
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was included in rate-making because the extraction was 
necessary to make the gas transportable. At that time, 
it was necessary to extract the gasoline because all of the 
gas entering the system was raw or wet gas (R. 1569). 
But that at the present time about fifty per cent of the 
gas entering Panhandle’s system is residue or dry gas 
and that because of this blending it is no longer necessary 
to extract the gasoline to make the gas transportable (R. 
1570-1576; 1881-1882). There was additional testimony 
that Panhandle occupies a unique position in the matter 
of being able to transport its gas to market without the 
necessity of extracting the gasoline. The raw gas or wet 
gas which Panhandle produces in the Hugoton Kansas field 
and the Panhandle Texas field is a relatively dry wet gas 
or a lean wet gas (R. 1232-1235). The gas from these 
sources contain about three-tenths and four-tenths respec- 
tively, of a gallon of natural gasoline to each Mcf of wet 
gas produced, whereas to be considered a wet gas in the 
usual terminology of the trade, the wet gas should contain 
about a gallon of natural gasoline per Mecf of wet gas (R. 
1232). And this factor, coupled with the fact that Pan- 
handle purchases about an equivalent volume of residue 
or dry gas makes it possible to transport this mixed gas 
stream without condensation in the main line even if 
Panhandle’s wet gas were not processed (R. 1234-1235).** 


Where all of the gas transported by pipeline is raw gas 
of high Btu content and the lines are operated at high 
pressures, it is the practice to remove a portion of the 
heavier hydrocarbons which would condense in the pipe- 
line during the winter season (Ex. 462, p. 3; R. 7390). The 
condensation of hydrocarbons in large quantities in the 
pipelines in winter seasons has the effect of lowering the 


34 It is not correct to aay as Detroit asserts (Detroit Br. 80) that it is im- 
material that the gas processed now may not contain the same quantity of 
liquid hydrocarbons which were present in the gaa stream in 1945. The 
difference in hydrocarbon content is an important factor which makes the 
extraction of liquid hydrocarbons unnecessary for efficient residue gas trans 
mission and therefore such gasoline extraction operation is a non-utility 
function (R, 9775). 
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gas delivery capacity of the pipeline. In these circum- 
stances it is necessary that there are facilities to extract 
some of the heavier hydrocarbons to prevent such con- 
densation which would otherwise limit the delivery capacity 
of the pipeline (Ex. 462, pp. 3-4; R. 7390-7391). In cold 
weather the heavier hydrocarbons in wet gas tend to drop 
out of the gas stream into a low section of the pipeline 
and freeze, thus limiting or decreasing the delivery capacity 
of the pipeline. 


In the case at hand, Panhandle made studies which 
showed that, based on the composition of the gas, the 
pressure at which it is transmitted, and the temperature 
conditions of the ground through which its pipeline tra- 
verses, there would not be sufficient condensation to impede 
the movement of the gas through its pipeline (Ex. 458; 
BR. 7228-7256; Ex. 459; R. 7257-7282). This study caleu- 
lated the hydrocarbon dew points, or points at which con- 
densation of hydrocarbons would take place, on the as- 
sumption that the wet gas produced and purchased by 
Panhandle was not processed (Ex. 458, p. 1; R. 7231). 
These studies included an analysis of the composition of 
the gas in Panhandle’s various lines, the pressure and 
temperature conditions in such lines, the hydrocarbon dew 
points of these gases under varying operating conditions 
and the maximum amount of gasoline which will condense 
under such conditions. The conclusion from these studies 
showed that natural gasoline extraction from raw gases 
controlled by Panhandle could be discontinued without re- 
sulting in drip gasoline condensation in the main lines east 
of Liberal, and the condensation in one of the supply lines 
south of Liberal can be removed by the presently installed 
gasoline drips, which would have a negligible effect on 
the flow efficiency of this line (Ex. 458, p. 5; R. 7235).* 


25 Even if one degree difference in temperature can cause about 1100 gallons 
of condensate to form (Detroit Br. 78%), the evidence here is that under the 
coldest operating temperatures on Panhandle’s system undor the mixed volumes 
of dry and wet gas actually obtuining, the gusvling condensation in tho main 
line system would be negligible. (H. 7325). 
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The evidence before the Commission clearly warranted 
the finding that the extraction process conducted by Pan- 
handle was not an essential part of the business of trans- 
porting and maketing natural gas (R. 9775). ° ° ° 
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Mw-America Preetine Company, Petitioner, 
v. 


FeperaL Power Commission, Respondent. 


Norruern Naturat Gas Company, Intervener. 


On Petition to Review Order of the 
Federal Power Commission 


BRIEF FOR INTERVENER 
NORTHERN NATURAL GAS COMPANY 


COUNTER-STATEMENT OF THE CASE 


Mid-America Pipeline Company (Mid-America or Peti- 
tioner) seeks review under Section 19(b) of the Natural 
Gas Act of an order of the Federal Power Commission 
(Commission) issued December 28, 1962 (R. 3698-3718). 
This order granted Northern Natural Gas Company 
(Northern) a certificate of public convenience and necessity 
authorizing it to construct and operate pipeline and com- 
pressor facilities to enable it to deliver natural gas to 
Northern Gas Products Company (Products Company), 
a wholly-owned subsidiary. 
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Northern owns and operates an interstate natural gas 
pipeline system. Its natural gas supply is purchased in 
Texas, Oklahoma, New Mexico, and Kansas; this gas is 
transported to and sold in several midwestern states, prin- 
cipally Nebraska, Iowa, Minnesota, South Dakota, Illinois 
and Wisconsin (R. 2677). 


On November 1, 1960, Northern filed with the Commission 
an application for a certificate of public convenience and 
necessity under Section 7(c) of the Natural Gas Act, as 
amended (R. 267+26S82). In its application Northern stated 
that pursuant to the terms of a twenty-year contract, it 
will make available to Products Company 900,000 Mef 
of natural gas per day for the extraction of liquefied 
petroleum products in an extraction plant built by Products 
Company adjacent to Northern’s main transmission lines 
and compressor station located at Bushton, Kansas. Prod- 
ucts Company will pay Northern for the volumetric re- 
duction of the gas stream resulting from shrinkage and 
fuel use in the extraction plant (R. 2205-2218). 


After Products Company extracts the liquefiable petro- 
leum products from the gas, it returns to Northern’s main- 
line transmission system at Bushton the natural gas 
originally delivered to it, less the volume of natural gas 
used as fuel in the extraction plant and less the volumetric 
shrinkage resulting from the extraction of the liquefied 
petroleum products. The estimated shrinkage and fuel use 
will be 39,862 Mef of natural gas on a peak day and 13,- 
253,000 Mcf annually (R. 2201; 2223). Northern transports 
the volumes of natural gas returned to it by Products 
Company, plus other volumes of gas which will by-pass the 
Bushton extraction plant, to Northern’s certificated markets 
situated north and east of Bushton.' There will be no re- 
duction in the service rendered or volumes of gas sold to 
Northern’s distribution company customers. 


1 Products Company will extract liquids from approximately 50% of 
the gas stream transported by Northern. 
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Products Company will engage in the manufacture, trans- 
portation and sale of liquefied petroleum products as a 
single integrated operation (R. 175-176). It has built an 
extraction plant designed to extract 191,940,000 gallons 
of commercial propane annually and lesser quantities of 
isobutane, butane, and natural gasoline (R. 2221). Products 
Company has constructed a pipeline for the transportation 
of its own liquid products (R. 2222). This pipeline extends 
from Bushton, Kansas, to Des Moines, Iowa, where it con- 
nects with an existing liquid products pipeline of Great 
Lakes Pipe Line Company. Terminals are being built by 
Products Company at various points in the states of 
Nebraska, Iowa, Minnesota, and Illinois, adjacent either 
to its own pipeline or the Great Lakes pipeline, through 
which the liquid products will be sold. The liquid products 
will be sold principally to Phillips Petroleum Company un- 
der a firm long term contract (R. 2407-2420). Sales will 
also be made to Northern Propane Company, an affiliated 
marketer of liquid products, and to others (R. 176). 


In its application Northern requested authority to con- 
struct and operate certain mainline and compressor facili- 
ties at its Bushton compressor station and at various points 
south of that station to and including Northern’s Mallin- 
ville, Kansas compressor station. These facilities would 
enable Northern to transport additional volumes of gas 
from various field sources of supply in an amount equal 
to the peak day shrinkage and fuel use in the extraction 
plant and the additional contract demand which would be 
required by Northern’s utility customers because of a re- 
duction in the heating content of the gas (R. 2194-2204). 
The cost of these facilities was estimated at $3,$85,000, 
to be paid by Northern from cash on hand (R. 178-179, 
2183-2185). The facilities have been built and are in opera- 
tion. 


A hearing before an examiner commenced on June 6, 
1961, and concluded on October 9, 1961, encompassing in 
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all eleven days of actual hearing. Northern presented a 
complete case consisting of testimony and evidence estab- 
lishing the adequacy of its gas supply (R. 54-73, 1705-1707, 
1995-1898) ; the adequacy and reasonableness of its engi- 
neering design and estimated cost of construction (R. 102- 
127, 618-620, 2194-2204, 2183-2185); the availability of a 
market for its gas (R. 2205-2218); its ability to finance the 
cost of the new facilities (R. 178-179, 2238-2241) ; the eco- 
nomie feasibility of the facilities (R. 2232-2237); and pro- 
posed relevant changes in Northern’s F.P.C. Gas Tariff 
(R. 2245-2276). 


In addition, Northern submitted system-wide cost and 
volume data as developed in Northern’s 1961 rate case at 
Docket No. G-19040 (25 FPC 431) with adjustments to 
refiect the incremental costs and volumes associated with 
the deliveries of gas to Products Company (R. 2242-2244). 
Northern’s evidence included data concerning the operation 
and economics of Products Company’s activities (R. 132- 


141, 179, 2219-2931). 


At the hearing extensive evidence was presented by 
Northern’s utility customers and Mid-America respecting 
all material issues in the proceeding. 


On June 28, 1962, an Examiner’s initial decision was 
issued granting Northern a certificate of public convenience 
and necessity to which exceptions were filed (R. 3394-3444). 


On July 16, 1962, Northern and all of its utility customers 
who intervened in the instant proceeding filed with the 
Commission a Settlement Agreement (R. 3466-3519). This 
Settlement Agreement, which disposed of all issues raised 
on the record between Northern and its utility customers, 
provides for the following rate reductions: 


(1) A 10 cent per Mef reduction in Northern’s demand 
charge; and a corresponding 2.5 percent increase 
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in the contract demands purchased by the utility 
customers.” 


(2) A further 5.5 cents per Mef reduction in Northern’s 
demand charge, which amounts to a $1,000,000 
annual reduction in Northern’s rates. 

(3) A .76 cents per Mef reduction in Northern’s com- 
modity charge. 

On December 28, 1962, the Commission issued its Opinion 
No. 374 and accompanying order granting Northern a 
certificate of public convenience and necessity to construct 
and operate certain facilities for the delivery of natural 
gas to Products Company (R. 3698-3718). The Commission 
attached to the certificate a condition requiring Northern 
to make effective the rate reductions set forth in the Settle- 
ment Agreement (R. 3717). Northern has done so. 


On March 12, 1963, the Commission denied Mid-America’s 
application for rehearing (R. 779-3782), and on March 19, 
1963 Mid-America filed its instant petition for review. 


SUMMARY OF ARGUMENT 
I 


Mid-America is not an aggrieved party under Section 
19(b) of the Natural Gas Act. The facts of record demon- 
strate that there is no direct competition between Mid- 
America and either Northern or Products Company and 
that the Commission’s order granting a certificate to North- 
ern will not result in economic injury to Mid-America. 
Mid-America’s petition for review should be dismissed. 


The Bushton extraction plant is located adjacent to 
Northern’s main transmission lines at Bushton, Kansas, a 


2 Northern’s F.P.C. Gas Tariff establishes, by rate zones, a two part 
rate consisting of a monthly demand charge and a commodity price to 
be paid for all volumes of gas delivered. A customer's contract demand 
represents the daily volumes of gas which Northern obligates itself to 
deliver and on which the customer agrees to pay the demand charge. 
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point midway on Northern’s extensive transportation sys- 
tem. No certificate under Section 7 of the Natural Gas Act 
is required for its construction and operation. The sole 
function of the extraction plant is the extraction of propane 
and other liquefiable petroleum products. The record shows 
that the extraction plant is not a facility used for the 
transportation or sale of natural gas. The Commission’s 
holding of non-jurisdiction in the instant case is in accord 
with its own well-settled decisions with respect to com- 
parable extraction plants. Panhandle Eastern Pipeline 
Company, et al., 12 F.P.C. 690 (1953) and 13 F.P.C. 53 
(1954). The Commission’s determination is consistent with 
decisions of this Court. 


The record establishes that the Commission decided all 
requisite issues bearing upon a determination of the re- 
quirements of public convenience and necessity in this case 
and its order is supported by substantial evidence. The 


record also shows that all parties were accorded a full and 
fair hearing. In these circumstances the function of a 
Court in reviewing orders of an administrative agency is 
at an end upon a showing that there is warrant in fact 
and in law for the particular agency’s action. United States 
v. Pierce Auto Lines, 327 U.S. 515, 536 (1946). 


ARGUMENT 
I 
MID-AMERICA IS NOT AN AGGRIEVED PARTY 


Under Section 19(b) of the Natural Gas Act only an 
“aggrieved” party may obtain judicial review of an order 
issued by the Commission. The gist of Mid-America’s 
position is that it is threatened with economic injury re- 
sulting from competition under the certificate of public 
convenience and necessity granted to Northern. Mere 
allegations of injury are not sufficient to constitute ag- 
grievement within the purview of Section 19(b). Mid- 
America must show that the Commission’s order results 
in direct, immediate and substantial economic injury. F.C.C. 
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vy. Sanders Bros. Radio Station, 309 U.S. 470 (1940) ; United 
States Cane Sugar Refiners Ass'n. v. McNutt, 138 F.2d 
116 (CA 2, 1943); National Coal Ass’n. v. F.P.C., 89 App. 
D. C. 135, 191 F.2d 462 (1951) ; City of Pittsburgh v. F.P.C., 
99 App. D. C. 113, 237 F.2d 741 (1956). 


The uncontroverted facts demonstrate that there is no 
direct competition between Mid-America and either North- 
ern or Products Company and that the Commission’s order 
granting a certificate to Northern will not result in eco- 
nomic injury to Mid-America. Accordingly, Mid-America 
is not an aggrieved party, and its petition for review should 
be dismissed.® 


The evidence establishes that Mid-America is strictly a 
“for hire” common carrier of liquefied petroleum products 
(R. 1330-1331, 1348). It does not manufacture or sell such 
products; nor does it appear here or before the Commission 
as a representative for or spokesman of the manufacturers 
of the products shipped in its pipeline (R. 1321, 1392-1393). 
Furthermore, Mid-America does not produce, transport, 
or sell natural gas. In short, Mid-America is concerned 
exclusively with the transportation of liquefied petroleum 
products for others and is totally divoreed from all facets 
of the natural gas business as well as the manufacture and 
sale of liquefied petroleum products. 


There is no competition between Mid-America and 
Northern. The evidence shows that Northern owns and 
operates an interstate natural gas pipeline system; it does 
not transport liquefied petroleum products. 


It is equally clear that there is no competition between 
Mid-America and Products Company. The evidence dem- 
onstrates that Products Company is engaged in a single, 
unified operation embracing the manufacture, transporta- 
tion and sale of liquefied petroleum products (R. 176). It 


3 Northern vigorously objected to Mid-America’s participation in the 
proceeding and opposed its petition for leave to intervene before the 
Commission (R. 3064-3073). 
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has built a liquefied petroleum products extraction plant 
at Bushton, Kansas. It has built a private liquefied petro- 
leum products pipeline from Bushton to Des Moines, Iowa, 
with related terminals through which it transports and 
from which it sells its products, principally propane. It 
does not transport or sell liquefied petroleum products 
manufactured by others. 


Since Products Company operates its liquid products 
pipeline strictly as a private carrier of its own products, 
it does not compete with Mid-America for the transporta- 
tion business of Mid-America’s present or prospective ship- 
pers. And there is no probative proof in the record, as 
diseussed infra, to establish that Mid-America will be de- 
prived of any transportation business as a result of the 
operation of Products Company’s pipeline. 


The case at bar is distinguishable from National Coal 
Ass'n. v. F-P.C., supra, and City of Pittsburgh v. F.P.C., 
supra. In National Coal Ass’n., this Court determined that 


coal and natural gas are competing fuels and that the dis- 
placement of coal by natural gas would result in the loss 
of markets by coal companies. This Court concluded that 
an association of coal mine operators, together with re- 
lated intervening labor and transportation interests, would 
be directly, immediately, and adversely affected by com- 
petition with natural gas companies. 


In City of Pittsburgh, this Court found that certain barge 
operators and a proposed liquid petroleum products pipe- 
line would compete for the business of certain shippers in 
the sonthwest who wanted their liquid products transported 
to eastern markets. Because of this competition, this Court 
held that the interests of the barge operators were directly 
and immediately affected by a proposal to convert a natural 
gas transportation facility (the Little Inch line) into a 
pipeline transporting liquid petroleum products. 


In contrast, in the instant case there is no direct and 
immediate competition between Mid-America and either 
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Northern or Products Company in the transportation of 
liquid petroleum products for others. As shown above, 
neither Northern nor Products Company even engage in 
such transportation. The manufacturers and shippers of 
the liquefied petroleum products transported by Mid- 
America did not intervene in nor are they parties to the 
instant proceeding. If Mid-America has any interests 
herein, those interests are indirect, remote, and specu- 
lative. Cf. United States Cane Sugar Refiners Ass’n. v. 
McNutt, supra. 


Mid-America repeatedly asserts in its Brief that it will 
be economically injured by the manufacturing and trans- 
portation operations of Products Company. Singularly, 
Mid-America’s Brief fails to cite any record evidence to 
support its assertions. 


Per contra, the evidence of record unmistakably demon- 
strates that the operations of Products Company will not 
have any direct, immediate, or adverse impact on Mid- 
America. 

First, as noted supra, Products Company’s private carrier 
pipeline for the transportation of its own products does 
not compete with Mid-America for the business of other 
manufacturers and shippers of liquid products. 


Second, the import market for propane in the areas 
served by Mid-America’s pipeline is greater than the com- 
bined capacity of the pipelines of both Mid-America and 
Products Company. Accordingly, the operation of Products 
Company’s pipeline will not displace the products trans- 
ported by Mid-America. 


On the basis of 1960 consumption, the nine-state area 
served by Mid-America‘ requires annual imports of pro- 
pane in a volume of 1,026,040,000 gallons, or approximately 
24,400,000 barrels (R. 2388). The record establishes that 


4These states include Kansas, Missouri, Nebraska, Iowa, Illinois, 
South Dakota, North Dakota, Minnesota, and Wisconsin (R. 1348-1849, 
2388). 
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Mid-America’s facilities could furnish no more than 499,- 
000,000 gallons, or approximately 11,900,000 barrels of this 
requirement (R. 2388). Products Company proposes to 
manufacture and ship into a portion of this nine-state area bs 
a total of 191,940,000 gallons or 4,570,000 barrels of propane 
a year (R. 2223). The combination of Mid-America’s and 
Products Company’s imports total approximately 16,500,000 
barrels out of a total annual import requirement of 24,- 
400,000 barrels. 


In its direct case and again on cross-examination, Mid- 
America testified that it served the entire aforementioned 
nine-state area (R. 1335, 1348-1349, 2388). However, on 
redirect examination of its principal witness, Mid-America 
retreated from its position and contended that it only 
served a portion of the nine-state area (R. 1412-1414). 


Even accepting Mid-America’s “bob-tailed” market, the 
facts established that the combination of Mid-America’s 
and Products Company’s imports do not meet the require- 


ments of this fore-shortened market. The import require- 
ment for this “bob-tailed” market is 736,696,000 gallons, 
or 17,540,000 barrels per year (R. 2388), approximately 
1,000,000 barrels greater than the combined imports of 
Mid-America and Products Company. 


The facts of record become even more significant when 
considered in conjunction with Mid-America’s acknowledg- 
ment that (1) there will be a substantial rate of growth 
in the consumption of propane within the nine-state area, 
and (2) it will transport sufficient volumes of propane and 
other liquid products to make its operations profitable (R. 
1354-1356). The evidence of record thus establishes that 
Mid-America will not be adversely affected by Products 
Company’s operations. 


2 Products Company will sell its liquid products in Nebraska, Iowa, 
Illinois and Minnesota (R. 176). 
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THE BUSHTON EXTRACTION PLANT IS NOT A JURISDICTIONAL 
FACILITY. NO CERTIFICATE IS REQUIRED FOR ITS 
CONSTRUCTION AND OPERATION. 


In its order of June 23, 1961, the Commission held that 
the Bushton extraction plant owned and operated by Prod- 
ucts Company was not a jurisdictional facility within the 
purview of Sections 1(b) and 7(c) of the Natural Gas Act. 
The Commission concluded that neither Northern nor Prod- 
ucts Company was required to obtain a certificate of public 
convenience and necessity in order to construct and operate 
the extraction plant (R. 3107-3109). The Commission re- 
affirmed its ruling and conclusion in an order dated August 
23, 1961 (R. 3140-3142). The Commission’s ruling is fully 
supported by the evidence of record, the ruling is con- 
sistent with the Commission’s own precedents and the ruling 
is in no way inconsistent with applicable decisions of this 
and other appellate courts. 


The evidence establishes that Products Company’s ex- 
traction plant is located at Bushton, Kansas, adjacent to 
Northern’s mainline transmission system and at a midway 
point on that thousand-mile transportation network. The 
sole function and purpose of this extraction plant is to 
extract liquefiable petroleum products from the natural 
gas delivered to it by Northern. 


The Bushton extraction plant, which is located over four 
hundred miles from Northern’s sources of supply in Texas, 
Oklahoma and New Mexico, does nothing more than extract 
liquid products from natural gas; it does not render the 
gas transportable or marketable. To the contrary, the 
natural gas is rendered transportable and marketable four 
hundred miles further south at various points located at 
or near the field sources of supply and prior to its entry into 
Northern’s mainline transmission system. Once this entry 
is effected, nothing further must be done to the gas; it 
simply flows to Northern’s customers. 


The absence of any possible connection between the oper- 
ation of the Bushton extraction plant and the transporta- 
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tion of the natural gas is demonstrated by the fact that 
natural gas has been transported over Northern’s main- 
line transmission system and sold to Northern’s customers 
for over twenty-five years prior to the construction and 
operation of the Bushton extraction plant in 1963. If, for 
any reason, the Bushton extraction plant should cease to 
operate, natural gas would continue to flow to Northern’s 
customers. 


The foregoing facts demonstrate that the extraction 
plant is not a facility used for the transportation or sale of 
natural gas in interstate commerce and no certificate is re- 
quired for the construction and operation of that plant. 


The precise jurisdictional question raised by Mid-America 
has already been decided by the Commission in Panhandle 
Eastern Pipeline Company, et al., 12 FPC 690 (1953). In 
that case—a Section 7 certificate proceeding—the Com- 
mission held that the mainline extraction plant of National 
Petro-Chemicals Company, located adjacent to Panhandle 
Eastern Pipeline Company’s mainline transmission system 
at Tuscola, Illinois, was not a facility for the transportation 
of natural gas in interstate commerce and thus was not 
subject to the jurisdiction of the Commission (12 FPC 
at 696-697, 703). The determination that the Tuscola main- 
line extraction plant was not a jurisdictional facility was 
affirmed by the Commission in Panhandle Eastern Pipeline 
Company, et al., 13 FPC 53 (1954).° There the Commission 
sta «. . . the extraction process obviously was not an 
essential part of the business of transporting and marketing 


€Jt should be noted that in these 1953-54 Panhandle decisions the 
Commission also held that the connecting lines between Panhandle’s 
mainline and the Tuscola plant were likewise non-jurisdictional facilities 
and that no certificate was required for their construction and operation. 
In its Opinion No. 374, issued in the instant case, the Commission holds 
that a certificate is required with respect to the construction and opera- 
tion of such lines. And the Commission has issued the requisite certifi- 
cate therefor to Northern. In any event, as of the time the instant 
connecting lines were constructed, the rulings of the Panhandle decisions 
were controlling and Northern properly relied thereon (Cf. R. 3140- 
3142). 
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the natural gas, because the [Tuscola] plant was built long 
after the pipeline had been in operation” (13 FPC at 79). 


The Commission’s resolution of the jurisdictional ques- 
tion with respect to the Tuscola extraction plant has not 
been overruled or modified by either the Commission or 
the courts. The Commission’s instant holding respecting 
the non-jurisdictional status of the Bushton extraction plant 
is thus in complete accord with its own long-standing and 
well-settled decisions on the subject.’ 


The decisions of this Court in City of Detroit v. F.P.C., 
97 App. D. C. 260, 230 F.2d 810 (1955), cert. den. 352 U.S. 
829 (1956) and Panhandle Eastern Pipeline Company v. 
F.P.C., App. D. C. , 305 F.2d 763 (1962) are not 
inconsistent with the Commission’s jurisdictional determi- 
nations in this case.* Each of such cases grew out of rate 
proceedings instituted by the Commission under Section + 
of the Natural Gas Act. In both, this Court’s decision 
addressed itself to the matter of the Commission’s treat- 
ment of the net revenues derived by Panhandle from the 
operations of its Sneed and Liberal field processing plants.® 
In neither of the cases did this Court have before it nor 


7On the basis of a brief submitted by Commission Staff Counsel in a 
proceeding wholly unrelated to the instant case, Mid-America fancifully 
argues that the Commission has “changed its position” with respect to 
the Bushton extraction plant (Mid.-Am. Br., pp. 18-20). Positions or 
arguments advanced by Staff Counsel in Briefs to Presiding Examiners 
are not Commission rulings. Here the Commission has twice ruled that 
no certificate was required for the construction and operation of the 
Bushton plant. The Commission has not reversed that ruling. 


8The City of Detroit and Panhandle cases, supra, are actually one 
and the same case. Panhandle is an appeal from the Commission’s 
decision in the remanded City of Detroit case. 


9 Cities Service Gas Co. v. F.P.C., 155 F.2d 694 (CA 10, 1946) and 
Hope Natural Gas Co. v. F.P.C., 184 F.2d 287 (CA 4, 1943), likewise 
involved Section 4 rate proceedings, and they did no more than affirm 
the findings of the Commission with respect to crediting net revenues 
received from the operations of field processing plants. 
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did it decide the question of whether a mainline extraction 
plant, whose sole function is the extraction of liquid 
products, must be certificated under Section 7 of the Act 
before it can be constructed and put into operation. 


m 


THE COMMISSION'S ORDER GRANTING NORTHERN A CERTIFI- 
CATE OF PUBLIC CONVENIENCE AND NECESSITY IS 
SUPPORTED BY SUBSTANTIAL EVIDENCE. 


In its Opinion No. 374 and in its Order Denying Applica- 
tion For Rehearing, which are discussed more extensively 
infra, the Commission fully evaluated and appraised each 
and every factor bearing upon the statutory and adminis- 
trative standards requisite to the issuance of a certificate 
of public convenience and necessity. The foregoing opinion 
and order clearly reveal that the Commission carefully 
weighed all the evidence in the ease and thoroughly exam- 
ined all arguments advanced by Mid-America. 


The courts have consistently limited the scope of their 
review of orders of administrative agencies to a determina- 
tion of whether there is warrant in fact and in law for the 
particular agency’s action. The United States Supreme 
Court in United States v. Pierce Auto Lines, 327 U.S. 515, 
536 (1946) has clearly defined the proper scope of judicial 
review in such cases as follows: 


“Unless in some specified respects there has been 
prejudicial departure from requirements of law or 
abuse of the Commission’s discretion, the reviewing 
court is without authority to intervene. It cannot sub- 
stitute its own view concerning what should be done, 
whether with reference to competitive considerations 
or others, for the Commission’s judgment upon matters 
committed to its determination, if that has support in 
the record and the applicable law.” 


See also Michigan Gas and Electric Company v. F.P.C., 
110 App. D. C. 183, 290 F.2d 374 (1961). 
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Under Section 7(e) of the Natural Gas Act, Congress has 
entrusted the determination of the requirements of public 
convenience and necessity to the Commission. And Section 
19(b) of the Natural Gas Act provides that: 


“The findings of the Commission as to the facts, if 
supported by substantial evidence, shall be conclusive.” 


If the Commission’s order in the instant case is supported 
by substantial evidence, this Court must affirm that order. 


A. The Commission Properly Considered and Determined 
All Issues Bearing Upon the Requirements of Public Con- 
venience and Necessity 

Petitioner concedes that the Commission properly con- 
sidered the “conventional” elements of public convenience 
and necessity. Thus there is no dispute that the Commis- 
sion correctly found that Northern’s gas supply is adequate, 
that its proposed transmission facilities are properly de 
signed and adequate to render the proposed service, that 
there is a market for the gas proposed to be sold, that the 
project is economically feasible and can be financed. The 
facts of record fully support these findings. 


Mid-America claims, however, that the Commission has 
failed to consider other issues essential to a determination 
of public convenience and necessity. A review of the Com- 
mission’s Opinion No. 374, its Order Denying Application 
For Rehearing, and the supporting evidence will demon- 
strate that Mid-America’s claims in this regard are with- 
out substance or merit. 


1, The Commission correctly rejected Mid-America’s 
contention that the Commission was required to determine 
whether there was a “public need” for the propane which 
Products Company would manufacture, transport and sell. 
These matters, the Commission said, “are beyond the scope 
of the Commission’s inquiry in certificating jurisdictional 
facilities proposed by Northern” (R. 3709). 
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The Commission’s conclusion is wholly consonant with 
prevailing Congressional policy concerning the manufac- 
ture, transportation and sale of liquefied petroleum prod- 
ucts. Neither the construction and operation of a liquefied 
petroleum products extraction plant, the manufacture of 
liquefied petroleum products, the construction of a pipeline 
for the transportation of such products, nor the sale of 
such products is subject to regulation by any federal regula- 
tory body under the provisions of any existing federal 
statute.”® 


The Commission, however, did consider and pass upon 
the question of whether the non-jurisdictional operation 
of Products Company entails any violation of public policy 
or abuse of a jurisdictional proposal which would compel 
rejection of Northern’s certificate application. The Com- 
mission expressly found that the non-jurisdictional activi- 
ties of Products Company violated no public policy (R. 
3710). Indeed, the Commission found that the extraction 
operation furthered public policy and constituted a wise 
and efficient utilization of a wasting natural resource such 
as natural gas (R. 3709). 


Additionally, the Commission, consistent with Congres- 
sional policy, concluded that whether there was a market 
for the liquid products of both Mid-America and Products 
Company is immaterial in this case, since there is no public 
policy which guarantees a minimum market to a business 
such as Mid-America’s before competitors should be allowed 


10 Under Section 1(b) of the Natural Gas Act, the Federal Power 
Commission’s jurisdiction is limited strictly to the transportation and 
sale of natural gas in interstate commerce for resale. It possesses no 
regulatory authority over the manufacture, transportation, and sale of 
liquefied petroleum products. Under Sections 1 and 6 of the Interstate 
Commerce Act (49 U.S.C. 1, 6), the Interstate Commerce Commission 
regulates only the rates charged by common carrier pipelines for the 
transportation of liquid petroleum products. See United States v. 
Champlin Refining Co., 341 U.S. 290 (1961). 
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to enter (R. 3710).'! Nothing in this Court’s opinion in 
City of Pittsburgh, supra, would require the Commission 
to reach a different conclusion. Congress has not provided 
Mid-America with an insulation from the effects of lawful 
competition. 


2. There is no substance to Mid-America’s argument that 
the Commission failed to consider the alleged pre-emption 
of Northern’s low cost reserves. The Commission did 
consider the point and properly rejected the argument 
stating: 

“However, considering the entire record including the 
likelihood of additional gas supply attachments by 
Northern, it reasonably appears that the service to 
Products Company will not have material adverse 
effect on Northern’s ability to meet peak day demand 
requirements or upon its reserve life index.” (R. 3707). 


Moreover, Northern’s sale of gas to Products Company 
is fundamentally no different than any other sale which 
Northern makes, in terms of its effect on gas supply. Any 
sale draws upon Northern’s total gas supply. Additionally, 
neither the evidence of record nor anything cited by Mid- 
America compels the conclusion that the sale to Products 
Company will result in the attachment of high cost gas 
reserves. Pre-emption of gas reserves is a specious issue 
serving only to obscure the basic issues in this case, which 
were correctly decided by the Commission. 


11 Tho Commission did in fact consider the issue of the market for propane. 
The Commission stated: 


‘«Moreover, while we believe that these issues respecting Products Com- 
pany’s operation are not pertinent, we havo reviewed the Examiner's 
decision, the parties’ briefs and exceptions, and the evidence and exhibits 
herein, and feel satisfied that the record supports the Examiner's conelu- 
sions that there is a market for the Products Company propane and other 
LPG’s, and that its operation is economically foasible.’? (R. 3710). 


Seo too discussion of tho sizo of the market for propane at pages 9 and 10, 
supra. 
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3. Despite the arguments and contentions of Mid-America, 
the rate conditions attached to the Commission’s order 
granting a certificate to Northern keep Northern’s custom- 
ers whole, preclude any subsidization of the extraction 
operation by those customers and compensate Northern’s 
customers for an alleged loss of so-called “cheap expansi- 
bility”. 

The rate conditions prescribed by the Commission re- 
quired Northern to file reduced rates for sales to its juris- 
dictional customers in accordance with the terms of a 
Settlement Agreement, dated July 12, 1962, between North- 
ern and all of its utility customer interveners in this 
proceeding.** 


This Settlement Agreement provides, inter alia, that 
Northern will reduce its monthly demand charge by 10 
cents per Mef in all rate zones and its commodity charge 
by .76 cents per Mcf. Correspondingly, the customers agreed 
to increase their present contract demands by 2.5 percent 


to adjust to the reduced BTU content of the gas.” 


On the basis of the record, the Commission determined 
that these adjustments equated to a unit cost attributable 
to Northern’s service to the Bushton extraction plant of 
58.24 cents per Mcf and an average annual and peak day 
BTU content of 1010 and 1015, respectively, which approxi- 
mately equaled Northern’s historical BTU experience (R. 
3712). The Commission found and concluded that these 
rate reductions adequately compensated the customers for 
reduced BTU content of the gas and assured that the 
customers would not be required to subsidize Northern’s 
service to Products Company or pay for Products Com- 
pany’s use of Northern’s jurisdictional facilities. 


12 These utility customer interveners buy 90% of Northern’s certifi- 
cated contract demand and 96% of its annual jurisdictional sales. No 
customer opposed the Settlement. 

13 Northern has made all requisite tariff filings to accomplish these 
rate reductions. The Commission has accepted these filings and has 
made them effective. 
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The Settlement Agreement also provides for a further 
reduction in demand charge of 5.5 cents per Mef in all 
rate zones. The Commission determined that this further 
reduction when added to the above-mentioned rate reduc- 
tions equated to a unit cost attributable to Northern’s 
service to Products Company of 65.79 cents per Mef, as 
compared to a figure of 66.6 cents per Mef calculated and 
recommended by Mid-America in its Exceptions to the 
Examiner’s Decision (R. 3713). 


The Commission found that the additional 5.5 cent reduc- 
tion operates to reimburse Northern’s utility customers 
for alleged loss of “cheap expansibility”. More specifically, 
it effects a net reduction in the cost of gas purchased by 
Northern’s utility customers of $1,000,000 annually. It 
assures that Northern’s customers will pay substantially 
less for the gas they buy than they paid before the ex- 
traction plant was attached to Northern’s system. 


Accordingly, the Commission properly concluded that the 
rate reductions contained in the Settlement Agreement ade- 
quately protect Northern’s jurisdictional customers from 
any costs attributable to Northern’s service to Products 
Company and properly rejected Mid-America’s argument 
that the proposed certification would result in Northern's 
customers subsidizing the activities of Products Company. 


The issue of “cheap expansibility” is wholly lacking in 
merit. In essence, Mid-America is contending that specific 
mainline transmission facilities on Northern’s system 
should be earmarked for specific customers. This conten- 
tion is patently inconsistent with Commission precedent ™ 


14In Trunkline Gas Company, ct al, 21 F.P.C. 704, 711 (1959), affirmed 
sub nom, Battle Creek Gas Company v. F.P.C., 108 App. D. CG 209, 281 F.2d 
42 (1960) the Commission stated: 


“*The Commission has consistently rejected allocation methods which 
would, in effect, assign costa of particular main line facilities to a specific 
customer, Likewise, the Commision has rejected methods which treat, 
for rate purposes, particular gas purchase contracts as being dedicated 
to a specitic customer [Citations omitted].’’ 


20 


and has been clearly rejected by the courts. See Board of 
Public Utility Commissioners v. New York Telephone Co., 
271 U.S. 23 (1926), where the Supreme Court stated: 


“Customers pay for service, not for the property used 
to render it. Their payments are not contributions to 
depreciation or other operating expenses or to capital. 
By paying bills for service they do not acquire any 
interest, legal or equitable, in the property used for 
their convenience or in the funds of the Company.” 
(271 U.S. at 32). 


Moreover, to the extent that there is idle capacity on 
Northern’s system, all costs associated therewith will nec- 
essarily be borne by Northern’s customers. To the extent 
that such idle capacity is eliminated by Northern’s delivery 
of gas to Products Company, Northern’s customers are 
relieved of such costs. In short, Northern’s deliveries to 
Products Company constitute a more efficient utilization 
of its capacity which redounds to the ultimate benefit and 


advantage of Northern’s customers.”* 


—— 

15 The instant ease involves an expansion of Northern ’s mystem and sales. 
It ig not an abandonment proceeding in any manner, shape or form. By 
definition, 2 sale to a new customer is an expansion of service, not an abandon- 
ment thereof. And this is 90, whether the sale is a direct sale to a now 
{ndustrial customer like Products Company or o sale for resale to a new 
distribution company. Cf. Mid-America’s Brief, page 41. 
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B. There Has Been a Full and Fair Hearing 


As noted previously, a full and complete record was made 
by Northern respecting each of the conventional elements 
of public convenience and necessity. At the hearing in 1961, 
Northern submitted 1960 cost and volume data as pre- 
sented in Northern’s most recent comprehensive rate case 
in Docket No. G-19040 (Opinion No. 342, issued March 7, 
1961, 25 FPC 431) adjusted to reflect the incremental cost 
and volumes relating specifically to Northern’s service to 
Products Company. The Commission found that this data 
was sufficient to determine that the rate conditions attached 
to the certificate were supported by the evidence of record. 


The Commission properly rejected Mid-America’s argu- 
ment that Northern should have submitted system-wide 
cost and volume estimates for three years in the future. 
The Commission noted that the record contained four cost 
allocation studies, including one by Mid-America and, that 
Mid-America did not object at the hearing that the record 
was inadequate. 


It is clear that Mid-America was not prejudiced by the 
system-wide cost and volume data which was introduced 
in evidence. Mid-America was given full opportunity to 
be heard. It presented its case, including a complete cost 
allocation, and was not precluded from supporting its 
position on the record. 


Moreover, the system-wide cost and volume data sub- 
mitted by Northern, having been adminstratively tested 
in the rate proceeding at Docket No, G-19040, constituted 
the most accurate and reliable data available at the time 
of the hearing in June 1961. Since the extraction operation 
would necessitate an adjustment in the rates approved in 
Docket No. G-19040, it was clearly proper to test the 
reasonableness of the proposed rate adjustments by the 
cost and volume data underlying those rates. 
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CONCLUSION 


For the foregoing reasons, the Commission’s Opinion No. 
374 and accompanying Order issued December 28, 1962, 
should be affirmed and the petition for review should be 
dismissed. 

Respectfully submitted, 
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Mip-AMeErica PIPELINE CoMPANY, PETITIONER 
v. 
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NorrHERN Natura Gas COMPANY, INTERVENOR 


ON PETITION TO REVIEW ORDERS OF THE FEDERAL POWER 
COMMISSION 


RESPONDENT’S ANSWER TO PETITION FOR REHEARING 


With an implacable instinct for the sinister, petitioner pro- 
fesses to see in a rate reduction negotiated by the Commission 
and Northern a repudiation by the Commission of the position 
which it asserted and which this Court accepted. That posi- 
tion was quoted by the Court (Slip Op. pp. 6-7): 


We therefore conclude that the Settlement Agreement 
adequately protects Northern's jurisdictional customers 
from any costs attributable to Products Company, pend- 
ing allocation to be made in any future rate case involv- 
ing Northern. * * * 

It is neither necessary nor desirable at this time to 
determine with finality what particular method or prin- 
ciples of cost allocation shall be applied in apportion- 
ing costs between the utility customers and the Products 
Company sale. * * * This is a certificate case, not a 
rate case, and it is unnecessary to determine with pre- 

725-000—04--—1 qQ) 
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cision allocation principles, methods and resulting costs. 
As concluded above, Northern’s customers will occupy 
at least as good a position after Products Company 
commences operations as before. This is as far as we 
should or need to go here. 

* * * In any future rate proceeding, however, this 
opinion shall not be deemed to proscribe an examina- 
tion of any cost allocation method relating to assign- 
ment of costs to Northern’s service to Products Com- 
pany, or to preclude our adopting a cost allocation 
method that results in different costs being assigned 
thereto. [R. 3713-3714, emphasis by Court.] 


In this regard we note that because the amount and 
cost of future expansion of Northern’s pipeline capacity 
is totally unknown at this time, we do not attempt to 
allocate conclusively a cost thereof to the extraction 
operation. Rather, we find that this substantial reduc- 
tion in rates [provided by the Settlement Agreement] 
is a satisfactory interim compensation for any loss of 


cheap expandibility until such loss can be more accu- 
rately measured. * * * 

* © © Thisis a certificate case, not arate case, and there 
is no attempt here to charge jurisdictional customers 
with the cost of higher priced gas. The Commission 
will of course determine the extent to which Northern’s 
cost of gas should be allocated to extraction plant op- 
erations in any future rate proceeding involving North- 
ern [R. 3780, 3781, emphasis by Court]. 

Petitioner reads this as a commitment by the Commission 
(and an understanding by the Court) that the Commission 
would forego a negotiated rate reduction, if that were possible, 
and insist upon a full fledged rate proceeding with all its de- 
lays and the lengthy postponement of possible benefits to the 
consumers—while “the amount and cost of future expansion 
of Northern’s pipeline capacity” were still totally unknown, and 
even before the figures could be furnished for the year in which 
the Bushton plant began operation. Nosuch commitment was 


3 


intended by the Commission nor, we are confident, understood 
by this Court. What the Commission plainly said, and what 
we believe the Court understood, was that, whether in a formal 
proceeding or otherwise, as soon as it was feasible to do so, the 
Commission would give consideration to the extent to which 
Northern’s cost of gas should be allocated to the extraction 
plant operations, and to an appropriate allocation method. 
There is no justification for petitioner’s charge of repudiation 
by reason of the Commission’s decision to forego initiation of 
a Section 5(a) proceeding in favor of the obvious advantages 
of a negotiated settlement from which the consumers would 
derive immediate benefits. 

Examination of Northern’s report for 1962, filed with the 
Commission in 1963, indicated that 1962 revenues produced an 
excessive return. A letter was sent to Northern suggesting an 
early conference for the purpose of effecting rate reductions 
(Reh. Pet.* 18-19). The letter referred to an attached sum- 
mary estimating the excess revenues at more than $8,000,000. 
This estimate turned out to be wide of the mark at the ensuing 
conferences between Northern and Commission staff members, 
due principally to an erroneous classification of costs as be- 
tween demand and commodity categories. 

Northern produced a study based on data for 1962 adjusted 
for known changes which would be experienced through July 
31, 1964. Northern claimed that this study indicated that, 
rather than excessive return it would have a deficiency in juris- 
dictional revenues in excess of $5,500,000. The Commission 
staff made a number of adjustments which Northern contested 
and which produced a revenue excess of $4,000,000. Finally, 
after a number of conferences, the differences were settled on 
& basis which proved acceptable to the Commission? This 
resulted (a) in an immediate rate reduction of $1,500,000,° (b) 
an agreement to a further annual reduction of $1,500,000 if the 


‘This refers to petitioner's instant petition for rehearing. 

*Even in a formal proceeding that goes to hearing it is not uncommon 
for the parties and the staff to settle some of their differences. 

*Since the Commission could not compel refunds in a Section 5(a) pro- 
ceeding (the only kind of a rate proceeding it could initin te) the rate reduc 
tions would have to be prospective. 
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federal income tax rate was reduced from 52% to 50%,* and 
(c) agreement to pass refunds received from producers through 
to the consumers and to reduce rates to reflect reductions in 
purchased gas costs (Reh. Pet. 9-10). These were in addition 
to the reductions aggregating $1,000,000 on account of the 
effect of the Bushton plant on the use of cheap expandability, 
and the tariff adjustments to reduce charges for reduced Btu 
content of delivered gas, as agreed to by Northern in the cer- 

Had the Commission chosen instead to proceed by a formal 
Section 5 proceeding, none of these benefits would yet be avail- 
able to the consumers who would have had to await the con- 
clusion of the proceedings and possibly even the completion 
of court review for their savings to be received—without any 
prospect of refunds for the period required for the Commission 
to issue its final order. 

Since petitioner has gone outside the record to make its 
charges, it should be noted that the Commission staff estimate 
of Northern’s revenues and cost of service included an item of 
$3,101,311 for sales of products extracted from natural gas. 
These were sales of products extracted at plants other than at 
Bushton, the plant involved in this case. The sales at the 
Bushton plant were not included, not because of any lack of 
concern therewith on the part of the Commission, but rather 
because that plant did not go into operation until 1963 and 
the computation was based on 1962 data. 

For the Commission to have taken account of the Bushton 
plant operations, it would have had to await the receipt of 
Northern’s 1963 report, which would have meant a delay of at 
least several months during which Northern’s customers would 
have lost the benefit of the rate reductions. Moreover, since 
1963 was the first year of operation of this new plant, it is more 
than likely that initial costs and difficulties that so often ac- 
company a new enterprise would have made it an unrepresent- 
ative year. But the important fact is that the Commission did 


* This additional reduction has now been filed and hax been made effective 
as of January 1, 1964 (see Appendix A hereto). Another company, United 
Gas Pipe Line Co., has refused to paxs through the income tax reduction 
because it is involved in a rate proceeding before the Commission (see 
Appendix B hereto). 
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credit the revenues from Northern’s other extraction plants * 
and there is no reason to assume either that the Commission is 
singling out the Bushton plant for special favored treatment 
or that the Commission will fail to give consideration to the 
operations of that plant when Northern’s rates are again under 
review. 

Thus, petitioner’s impugning of the Commission’s motives 
is, as shown above and as further pointed out below, wholly 
unwarranted. What remains of petitioner’s argument is that 
either the Commission is without power, or it was an abuse 
of discretion, to accept an immediate voluntary rate reduction 
in leu of instituting a lengthy Section 5(a) proceeding. 

As to the question of power, there is nothing in Section 5(a) 
that requires the Commission to initiate a rate proceeding 
under that section ° if the company offers voluntarily to reduce 
its rates to a level that the Commission determines to be satis- 
factory; in that case there are no issues to be tried and no 
purposes to be served by a formal hearing. And there can be 
little doubt of the propriety of the Commission’s exercise of 
discretion in light of the emphasis placed by the courts on the 
critical importance of keeping rates down immediately rather 
than in the future. See, for example, F.P.C. v. Tennessee Gas 
Co., 371 US. 145, 154-155; Atlantic Refining Co. v. Public 
Service Commission (“Catco”), 360 U.S. 378, 391. 

The achievement of an immediate rate reduction of $3,000,- 
000 is, to say the least, a curious and insubstantial basis for 


“We do not intend to suggest by this that the Commission has made any 
determination as to whether the revenues from the Bushton plant should 
be credited or, indeed, as to what method of allocation would be appropriate 
for the Bushton plant. That question must await a study of data, not yet 
available, as to extraction plant costs and revenues as well as the cost of 
future expansion of Northern's pipeline capacity. 

* Section 5 provides in relevant part: “(a) Whenever the Commission, 
after a hearing had upon its own motion or upon complaint of any State, 
municipality, State commission, or gas distributing company, shall find 
that any rate, charge, or classification demanded, observed, charged, or 
collected by any natural-gas company in connection with any transporta- 
tion or sale of natural gas, subject to the jurisdiction of the Commission, 
or that any rule, regulation, practice, or contract affecting such rate, 
charge, or classification is unjust, unreasonable, unduly discriminatory, or 
preferential, the Commission shall determine the just and reasonable rate, 
charge, classification, rule, regulation, practice, or contract to be thereafter 
observed and in force, and shall fix the same by order: * * °, 
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petitioner's charges. The assumptions from which petitioner 
seeks to derive further support are, as we how show, not.only 


(Reh. Pet.3) co 

exn dated August 12, 1963, stating 

(filed in 1963) indicated excessive earnings in 1962 (Reh. Pet. 
18-19); (b) a Commission press release giving the substance 
of the letter (Reh. Pet. 2);7 (c) @ series of discussions be- 
tween Northern and Commission staff members on September 
3, September 17, October 25, December 19, December 20, De- 
cember 27 and December 30, 1963 (Reh. Pet. 9); (d) the filing 
of reduced rates on December 30, 1963, by Northern (Reh. 
Pet. 2); (e) copies of Northern’s letter to the Commission 
together with Northern’s “Statement of Intention” (Reh. Pet. 
12-18), and the revised tariff sheets sent by Northern to all 
its customers and to the state commissions of Illinois, Iowa, 
Kansas and Wisconsin * (Appendix C hereto); (f) issuance 
of the Commission’s order of January 2, 1963 (Reh. Pet. 9-12) ; 
(g) issuance by the Commission of a press release on January 
2, 1963, announcing the background and details of the order 
putting into effect the rate reduction (Appendix D hereto). 

2. As provided by Section 154.51 of its regulations, the Com- 
mission waived the advance notice specified in Section 154.22 
of the regulations. Contrary to petitioner’s statement that the 
Commission made no findings specifying the cause of the 
waiver (Reh. Pet. 3), the Commission’s order expressly stated 
that the notice requirement was waived in order to permit the 
reduced rates to become effective as of December 27, 1963 
(Reh. Pet. 11). 

3. The rate reductions amounted to $3,000,000 plus other 
adjustments (Reb. Pet. 10-11). These reductions were in 
addition to the reduction of $1,000,000 plus 10 cents per Mcf 
in the demand and .76 cents in the commodity charges (R. 


7 Petitioner does not deny that it had notice of the Commission’s letter 
in Angust 1963 and of the Commission's order in January 1964. Neverthe- 
Joes, it waited until March 6, 1964, after the case was decided, to bring 
the matter to the attention of the Court. 

° No protests or requests for bearing were received from any customer oF 
state commission. 
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3712) that went into effect January 17, 1963, as a result of the 
settlement in the certificate proceeding. 

4. Petitioner’s further argument (Reh. Pet. 4) that by ac- 
ceptance of the latest rate reduction the Commission concedes 
that the certificate settlement rates “were excessive by a 
minimum of about $1.25 million during the ten month period 
they were in effect” assumes that Northern’s excess revenues 
based on 1962 costs were attributable to operations of the 
Bushton plant when in fact, and this is the nub of petitioner’s 
complaint, the December 27, 1963, rate reduction was based 
on the results of operations in 1962 when the Bushton plant 
was not in operation and therefore did not include the results 
of operations of that plant. 

5. Accordingly, there is no shadow of support for petitioner’s 
assumption (Reh. Pet. 4) that if the Commission’s order grant- 
ing Northern a certificate were set aside, the Commission could 
impose a condition requiring Northern to refund excess charges 
in 1963 unrelated to the certificated operations. 

6. Petitioner is similarly over zealous in stating (Reh. Pet. 
3) that Northern’s “filing of the rate reduction was made con- 
tingent on Respondent’s abiding by * * * the requirement 
that the Commission institute no rate proceeding involving 
Northern’s rates prior to June 1965.” As is perfectly plain 
from the Commission’s order and Northern’s Statement of In- 
tention (Reh. Pet. 9-18), Northern’s filing is not contingent on 
that or any other requirement. The Commission has not bound 
itself to abstain from instituting a rate proceeding against 
Northern either on a complaint or on its own motion. North- 
ern, having filed its reduced rates is bound thereby. If a rate 
proceeding is filed against it, it may file new rates under Section 
4, which the Commission may suspend. But none of this is a 
limitation on the Commission’s freedom to act. It should be 
noted, however, that Northern, by agreeing to what the Com- 
mission believes was a proper settlement, was the first natural 
gas company, of a considerable group whose revenues appeared 
to be excessive, to agree to a rate reduction in response to Com- 
mission inquiries in 1963 as a preliminary to the exercise of its 
powers under Section 5(a) of the Act. There are companies 
other than Northern subject to the Commission’s jurisdiction 
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whose customers’ interests must also be protected, and limita- 
tions of money and personnel may very well prevent a general 
reexamination of Northern’s operating results before comple- 
tion of Commission studies of these companies and any further 
proceedings that may be warranted. However, subject to such 
limitations, there is no basis for assuming that the Commission 
will defer consideration of the Bushton plant or any other 
aspect of Northerns’ operation if subsequent information indi- 
cates it is justified. 

The settlement complained of by petitioners gave North- 
ern’s customers very substantial immediate benefits. It was 
well within the administrative discretion and a most reason- 
able exercise of that discretion to determine that the interests 
of the consumers were better served thereby than by a formal 
rate proceeding with its unavoidable lengthy delays. That 
decision was necessarily one for the Commission’s judgment 
and petitioner has shown nothing whatever to impugn that 
judgment.” We repudiate petitioner’s untethered charges 
that the Commission has ignored or intends to ignore its com- 
mitment to “determine the extent to which Northern’s cost of 


gas should be allocated to extraction plant operations in any 
future rate proceeding involving Northern.” 


*Compare cases holding unreviewable agency decision to investigate 
rates, Columbion Fuel Corp. v. F.P.C., 9 AppDC 241, 239 F. 2d 61; Teras 
Ges Corp. ¥. PP.C.. 102 AppDC 591, 250 F. 2d 27; Humble OU & Refining 
Co. v. PPC, 236 F 2a 819, 822-823 (CA5), 


364 U.S. 280, and cases cited; Antioch Milling Co. v. PS. Co. of Northern 
Thinois, 4 Ti. 24 200, 123 N.E. 2d 302. 
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The petition for rehearing is without merit and should be 
denied. 
Respectfully submitted, 
Richard A. Solomon, 
General Counsel, 
Howard E. Wahrenbrock, 
Solicitor, 
Israel Convisser, 


Attorney, 
For respondent. 
Federal Power Commission, 
Washington, D.C., 20426 


Marcy 16, 1964. 


APPENDIX A 
Federal Power Commission 


RELEASE FOR PUBLICATION 
Washington, D.C. 20426 


ee 
Immediate Release (Pipeline Rate Reductions) Release No. 13177 G-7360 


' 5 More Natorau Gas Prretine CoMPANIEs Fite Rate Repuc- 
TIons, ToraLinc AsouT $3.6 Mrtiion ANNUALLY, To 
Reruecr REDUCTION oF FEDERAL CorPoraTE Tax Rate 


Wasuincton, D.C., March 11, 1964.—Five more interstate 
' natural gas pipeline companies have filed rate reductions, total- 
' ing about $3.6 million annually, with the Federal Power Com- 
mission to reflect the reduction of the federal corporate income 


tax rate from 52 percent to 50 percent. 

The companies, together with the approximate annual 
amount of the reductions, are: Northern Natural Gas Company, 
of Omaha, Nebr.—$1,500,000; Natural Gas Pipeline Company 
of America, of Chicago, Ill—$1,370,000; Ohio Fuel Gas Com- 
pany, of Columbus, Ohio—$650,000; Home Gas Company, of 
Pittsburgh, Pa.—$53,700; and Alabama-Tennessee Natural 
Gas Company, of Florence, Ala —$11,000. 

Northern, Natural, and Alabama-Tennessee propose to make 
their reductions effective as of January 1, 1964. Ohio Fuel 
and Home would make their reductions effective as of March 
1, 1964. 

In addition, the Columbia Gas System, Inc., of New York, 
N.Y., has advised the FPC that 3 of its operating subsidiaries 
will file similar reductions. These companies are: United Fuel 
Gas Company, of Charleston, W. Va., and Columbia Gulf Trans- 
mission Company, of Houston, Texas, about $906,000 jointly, 
and Atlantic Seaboard Corporation, of Charleston, approxi- 

(11) 
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mately $236,000. Ohio Fuel and Home Gas are also Columbia 
Gas operating subsidiaries. 

Similar filings by 4 other pipelines were previously reported. 
These companies are: Panhandle Eastern Pipe Line Company, 
of Kansas City, Mo—$600,000; Trunkline Gas Company, of 
Houston—$600,000; Texas Gas Transmission Corporation, of 
Owensboro, Ky.—$644,000; and Algonquin Gas Transmission 
Company, of Boston, Mass.—$184,000. 


—FPC— 


For further information call 386-6102 


APPENDIX B 
NEWS DIGEST 


FEDERAL POWER COMMISSION 
Vol. LV—No. 49 WASHINGTON Wednesday, March 11, 1964 


FPC Chairman Swidler says 12 gas pipelines are reducing 
rates to reflect tax cut: (Washington Post, March 10)—Chair- 
man Joseph C. Swidler said yesterday the Federal Power Com- 
mission expects interstate natural gas pipeline companies to 
reflect in rate reductions to their wholesale customers the ben- 
efits they receive from the income tax cut. Swidler told a news 
conference that 12 companies have informed the Commission 
of plans to reduce rates to pass on the tax savings. He said 
these reductions will be on the order of $7 million annually 
but he was unable to estimate the possible total for the industry. 

“On the gas side of our rate regulatory program this is 
pretty well in hand,” Swidler said. “Most or all of the com- 
panies which are in an earnings position that would require the 
flow-through to their customers are considering this.” The 
electric side, he said, is more complicated becau% most electric 
utilities are under dual regulation of Federal and state com- 
missions and most of their activity is intrastate. 

“Nevertheless it is our thought that the tax saving should 
be passed on,” Swidler said. “We are going to write the com- 
panies under our jurisdiction requesting that the reduction be 
reflected in interstate wholesale sales.” The 12 companies 
which have filed notice, the first four having been previously 
announced, are: Panhandle Eastern Pipeline Company, Kansas 
City; Trunkline Gas Company, Houston; Algonquin Gas 
Transmission Company, Boston; Texas Gas Transmission Cor- 
poration, Owensboro, Ky.; Alabama-Tennessee Natural Gas 
Company, Florence, Ala.; Home Gas Company, Pittsburgh; 
Natural Gas Pipeline Company of America, Chicago; Northern 
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Natural Gas Company, Omaha; United Fuel Gas Company, 
Columbia Gulf Transmission Corporation and Atlantic Sea- 
board Corporation, all of Charleston, W. Va.; and the Ohio 
Fuel Gas Company, Columbus. 


On the other hand, a Commission spokesman said one 
company—United Gas Pipe Line Company, Shreveport, 
La., has written that it does not plan to file a rate reduc- 
tion at this time as it is involved in a rate proceeding 
now pending before the Commission. 


FPPC cuts billion-dollar gas refund accumulation to $118.5 
million: (Ft. Worth Star-Telegram, March 5)—Washington— 
(AP)—Chairman Joseph C. Swidler of the Federal Power 
Commission reported Wednesday that the accumulated amount 
of natural gas pipeline revenues collected subject to refund 
had been reduced to $118,500,000 as of December 31. This 
compared with $1,090,000,000 as of June 30, 1961. 

Swidler pointed out that during the last quarter of 1963 
there was a net reduction of $403,386,763 in these accumula- 
tions. This resulted principally from the El Paso Natural 
Gas Company rate case which provided for a $155,000,000 
refund, the largest ever ordered by the FPC. During the 
fourth quarter, the FPC disposed of nine pipeline rate cases. 
It disallowed approximately $56,210,700 annually in proposed 
increases and allowed approximately $21,707,300. As of De- 
cember 31 there were 28 pipeline rate cases pending, involving 
proposed increases totaling about $55,599,400 annually. This 
compared with proposed increases of $151,009,400 pending on 
December 31, 1962. 

El Paso, Northern seek FPC authority for joint $7.7 million 
gas project: (Ft. Worth Star-Telegram, March 5)—Washing- 
ton—(AP)—Two natural gas pipeline companies are seeking 
authority to transport and exchange an additional 100,000,000 
cubic feet of gas daily, the Federal Power Commission reported. 
El Paso Natural Gas Company and Northern Natural Gas 
Company, Omaha, want to build and operate facilities in Texas 
to cost $7,771,000 to handle the additional gas. The compa- 
nies presently hold authorizations to exchange 525,000,000 
cubic feet daily on a firm basis. Any protests or requests to 
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intervene must be filed by March 23 as the application is being 
handled under new procedure to speed a decision, the FPC 
said. 

Philadelphia Electric Co. to register $50 million issue for 
bidding May 12: (Wall Street Journal, March 5)—Philadel- 
phia—Philadelphia Electric Company said it will register $50 
million in 30-year mortgage bonds to be offered at competitive 
bidding May 12. Proceeds will be used for construction and 
to retire a portion of its outstanding bank loans, the company 
said. Registration statements will be filed with the Secun- 
ties and Exchange Commission and the Pennsylvania Public 
Utility Commission. 

Government gets plan to keep natural gas industry in opera- 
tion during war: (Tulsa World, March 7)—Washington— 
The government this week was given a broad outline of a plan 
to keep the nation’s natural gas industry operating under all- 
out war. The planning would cover a nuclear attack on the 
United States. Blueprint for the plan was adopted by the 
Interior Department’s Emergency Advisory Committee for 
Natural Gas, a 29-member industry group. 

The committee, meeting in secret session, accepted the re- 
port of a subcommittee, which drew up general guidelines for 
emergency preparedness in the gas industry. The report set 
forth assumptions and concepts on which preparations would 
be made—details of which the committee will proceed to de- 
velop. The Interior Department reported that preliminary 
planning calls for the establishment of about nine regional of- 
fices which would serve as nerve centers for continued industry 
operations under wartime conditions. These offices in turn 
would report to federal regional offices of the Emergency Pe- 
troleum & Gas Administration. 

The plan, it is anticipated, will become part of the overall 
national defense chart, dovetailing with activities of the Office 
of Civil Defense and the Office of Emergency Planning. The 
Emergency Petroleum & Gas Administration is a standby in- 
dustry organization formed to exercise federal control in an 
emergency. At this week's session of EACNG, another sub- 
committee presented to the Office of Oil & Gas a complete set 
of maps tracking the natural gas distribution system of the 
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‘S. A third subcommittee which has been working on an 
emergency operating manual for the industry reported on 
progress of its work, which is still incomplete. 

Shell pays $37 million for part of subsidiary of El Paso Nat- 
ural Gas: (Wall Street Journal, March 10)—New York—El 
Paso Natural Gas Products Company, a subsidiary of El Paso 
Natural Gas Company, announced the sale of its refining and 
marketing properties to Shell Oil Company for approximately 
$37 million. 

W. S. Noel, president of El Paso Natural Gas Products, 
said in Odessa, Texas, that the transaction includes petroleum 
refineries at Odessa and Ciniza, New Mexico, and marketing 
properties in West Texas, New Mexico, Arizona, Colorado and 
Utah, and certain pipeline facilities serving refining and mar- 
keting properties. About 804 service stations in the five states 
are involved. Mr. Noel said his company “definitely does not 
plan to sell the rest of our properties, now or in the future.” 
None of the company’s oil and gas producing properties and 
undeveloped oil and gas leases or petrochemical plants were 
involved in the straight cash sale, he added. He also said 
the company would concentrate on the petrochemical industry. 

Last year the company produced in excess of 325 million 
pounds of butadiene, polyethylene and styrene. It recently 
began production of polypropylene. The reason the company 
sold its properties, Mr. Noel said, was “we thought it was a 
good sale for us to make at this time. It met Shell’s require- 
ments and we had been negotiating this for some time. We 
just decided to withdraw from this phase of the business.” 

The gross revenues and net income of the properties sold 
were not disclosed. In 1962 El] Paso Natural Gas Products 
Company and its subsidiaries as a group had a net income of 
$3,563,283. Mr. Noel said 1963 net varied little from that 
figure. He added: “The sale of the marketing properties plus 
other transactions pending will make the products company 
look more favorable in its earnings in the future.” 

Shell Oil Company said it plans to dispose of the marketing 
facilities in Arizona and also transfer to a subsidiary certain 
pipeline facilities acquired in the transaction. On that basis, 
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it explained, the properties it retains in the transaction will 
have cost it $28 million. 

Pacific G&E plans $9.24 million hydro power plant addition 
on Bear River: (The Independent-Journal, San Rafael, Calif., 
March 4)—San Francisco—(AP)—Pacific Gas and Electric 
Company announced plans today for a 9.24-million-dollar 
hydroelectric plant on the Bear River, in Placer County, to be 
built in partnership with the Nevada Irrigation District’s 
Yuba-Bear project. The plans call for a 45,000-kilowatt Drum 
No. 2 powerhouse, augmenting the existing 54,000-kilowatt 
Drum No. 1. The 9.4-mile Drum canal which brings NID and 
PG&E water to the plant will be enlarged and a steel penstock 
6,300 feet long will be installed from the forebay to the new 
plant. 


[Stamped : Received Dec. 30, 1:57 P.M, 1963—Federal Power Commission) 
APPENDIX C 
NorrHern Natourat Gas Company 


List or PuRCHASERS AND State Commissions Upon WHoM 
SERVED 


American Gas Company, Omaha, Nebraska 

Austin Utilities, Austin, Minnesota 

Cascade, Iowa, Town of, Cascade, Iowa 

Cedar Falls, Iowa, Municipal Utilities, Board of Trustees, 
Cedar Falls, Iowa 

Central Natural Gas Company, Vermillion, South Dakota 

Carcle Pines, Minnesota, Village of, Circle Pines, Minnesota 

Coon Rapids, Iowa, Town of, Coon Rapids, Iowa 

Council Bluffs Gas Division, Council Bluffs, Iowa 

Duluth, Minnesota, City of, Duluth, Minnesota 

Elkhorn Valley Gas Company, Scribner, Nebraska 

Emmetsburg, Iowa, City of, Emmetsburg, Iowa 

Graettinger, Iowa, Town of, Graettinger, Iowa 

Greeley Gas Company, Denver, Colorado 

Guthrie Center, Iowa, City of, Guthrie Center, Iowa 

Harlan, Iowa, City of, Harlan, Iowa 

Hawarden, Iowa, City of, Hawarden, Iowa 

Hutchinson, Minnesota, Hutchinson Utilities Commission, 
Hutchinson, Minnesota 

Interstate Power Company, Dubuque, Iowa 

Iowa Electric Light and Power Company, Cedar Rapids, Iowa 

Jowa-Illinois Gas and Electric Company, Davenport, Iowa 

Jowa Power and Light Company, Des Moines, Iowa 

Jowa Public Service Company, Sioux City, Iowa 

Iowa Southern Utilities Company, Centerville, Iowa 

Iron Ranges Natural Gas Company, St. Paul, Minnesota 

Kansas-Nebraska Natural Gas Company, Inc., Hastings, 
Nebraska 
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Kansas Power and Light Company (The), Topeka, Kansas 

Lyons, Nebraska, City of, Lyons, Nebraska 

Manilla, Iowa, Town of, Manilla, Iowa 

Manning, Iowa, Town of, Manning, Iowa 

Michigan Wisconsin Pipe Line Company, Detroit, Michigan 

Milwaukee Gas Light Company, Milwaukee, Wisconsin 

Minneapolis Gas Company, Minneapolis, Minnesota 

Minnesota Valley Natural Gas Company, St. Peter, Minnesota 

Nebraska Natural Gas Company (The), Fremont, Nebraska 

New Ulm, Minnesota, Public Utilities Commission, New Ulm, 
Minnesota 

North Central Public Service Company, St. Paul, Minnesota 

North Central Public Service Corporation, St. Paul, Minnesota 

Northern Illinois Gas Company, Aurora, Illinois 

Northern States Power Company, Minneapolis, Minnesota 

Northern States Power Company of Wisconsin, Eau Claire, 
Wisconsin 

Northwestern Public Service Company, Huron, South Dakots 

Omaha, Nebraska, Metropolitan Utilities District, Omaha, 
Nebraska 

Osage, Iowa, City of, Osage, Iowa 

Owatonna, Minnesota, Municipal Public Utilities Commis- 
sion, Owatonna, Minnesota 

Pender, Nebraska, Village of, Pender, Nebraska 

Peoples Natural Gas Division, Omaha, Nebraska 

Ponca, Nebraska, City of, Ponca, Nebraska 

Producers Gas Equities, Inc., Hays, Kansas 

Remsen, Iowa, Town of, Remsen, Iowa 

Sac City, Iowa, City of, Sac City, Iowa 

Sanborn, Iowa, Town, Sanborn, Iowa 

Sioux Center, Iowa, City of, Sioux Center, Iowa 

Stromsburg, Nebraska, City of, Stromsburg, Nebraska 

Superior Water, Light and Power Company, Superior, 
Wisconsin 

Two Harbors, Minnesota, City of, Two Harbors, Minnesota 

Watertown, South Dakota, Municipal Utilities Department, 
Watertown, South Dakota 

West Bend, Iowa, Town of, West Bend, Iowa 

Western Power & Gas Company, Lincoln, Nebraska 
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Whittemore, Iowa, Town of, Whittemore, Iowa 

Wisconsin Power and Light Company, Madison, Wisconsin 

Woodbine, Iowa, Town of, Woodbine, Iowa 

The Illincis Commerce Commission of the State of Illinois, 

The Iowa State Commerce Commission of the State of Iowa, 
Des Moines, Iowa 

The State Corporation Commission of the State of Kansas, 
Topeka, Kansas 

The Public Service Commission of the State of Wisconsin, 
Madison, Wisconsin 


APPENDIX D 
TS 


FeperaL Power ComMMISSION 
RELEASE FOR PUBLICATION 
Washington, D.C. 20426 
—— EEE 
Immediate Release Release No. 13082 G-7302 


Docket No. RP64-15 (Northern Natural Gas Co.) 


FPC Accepts Norraern Natoran Gas Company’s $1.5 Mi- 
Lion ANNUAL WHOLESALE Natrurat Gas Rats Repucrion 
Susmirren Fottowrnc Commaussion Starr Srupy oF 
NortHern’s EARNINGS 


Wasuineton, D.C., January 2, 1964——The Federal Power 
Commission today accepted for filing a $1,505,000 annual 
wholesale natural gas rate reduction by Northern Natural Gas 
Company, of Omaha, Neb. 

The reduction was submitted as a result of a series of con- 
ferences with the FPC’s staff following a staff study which in- 
dicated that Northern could effect rate reductions and still 
earn a fair return. 

The reduction, to be effective retroactively to December 27, 
1963, applies to Northern’s entire system. Northern serves 
utility customers which supply natural gas to nearly 700 com- 
munities in Iowa, Kansas, Minnesota, Nebraska, South Da- 
kota, and Wisconsin. 

The filing provides for further rate reductions to be made 
by Northern in the event the Internal Revenue Code is 
amended to reduce the presently effective 52 percent corporate 
Federal income tax. This further reduction would amount to 
about $1,500,000 per year if the income tax rate is reduced 
from 52 to 50 percent, Northern said. 
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The FPC staff sent a letter to Northern last August 12 ad- 
vising it that a study of its 1962 annual report indicated the 
company earned an excessive rate of return on its jurisdictional 
business for that year. , 

‘A series of discussions were held by representatives of the 
¥PC staff and Northern in September, October and December 
on Northern’s rate level, and as a result the rate of reduction 
was filed December 30. 

Northern said it was making the filing in the expectation 
that it would thus avoid “the uncertainty incident to formal 
rate proceedings and be enabled. to-continue with stabilized 
rates over a period of approximately another 18 months.” 
The company also said it anticipated that a protracted period 
of litigation and expense would be avoided “to the benefit of all 
concerned.” 

Northern also agreed to pass along to its wholesale customers 
certain refunds it may receive from its gas suppliers, and to 
adjust its rates to reflect reductions in the suppliers’ rates. 

Northern further agreed not to increase its rates prior to 
June 27, 1965, thus providing an 18-month moratorium unless 


the FPC acts to reduce the company’s rates. 
The Commission expressed gratification for the cooperative 
manner in which the rate matter was settled. 


—FPC— 
For further information call 386-6102 
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INTHE Worthan OFebaons 


- “United States Court of Appeals 


For tHe Disrraict or Cotumsia Cirrcuir 


No. 17,717 


Mw-America Preetrxe Company, Petitioner 
v. 


Fepera, Power Commission, Respondent. 


NorrHern Naturat Gas Company, Intervenor. 


On Petition to Review Orders of the 
Federal Power Commission 


REPLY TO RESPONDENT'S ANSWER TO PETITION 
FOR REHEARING 


1. Respondent seeks to convert commitment to determine 
the impact of the Bushton plant on Northern’s system 
‘cin any future rate proceeding’’ into one ‘‘as soon as 
feasible to do so’”’ (Answer p. 3). Its in camera agreement 
with Northern puts this beyond its power for at least 
three years, and thus assures that there can be no bona 


2 


fide consideration of proper cost allocation methods, 
much less revenue crediting, during that time. Respond- 
ent defends its informal procedures as in the consumer 
interest. However, informal rate proceedings as such are 
not objectionable bat rather proceedings held in secret so 
as to prevent participation by the customer companies or 
Mid-America. We submit that Respondent could have 
accomplished the objective of a prompt rate reduction 
without excluding interested parties. 


2. Predictably and wholly improperly, Respondent at- 
tempts to try its in camera rate case before this Court. 
It argues, inter alia, that it could not look at the impact 
of the Bushton plant in the rate settlement, because the 
plant was not operating in 1962. However, Respondent 
states that the rates were settled out on the basis of a 1962 
cost-of-service study submitted by Northern ‘adjusted 
for known changes which would be experienced through 
July 31, 1964’? (Answer p. 3). This study accordingly 
must have, or should have, taken account of deliveries to 
the plant which commenced more than one year earlier 
in February 1963. Thus, it obviously was possible to take 
the plant into account by projecting 1963 system deliveries, 
even assuming the use of 1962 as a test year.° However, 
we can be sure that Northern’s treatment of the plant in 
its cost-of-service study did not include revenue crediting! 
Respondent admits (Answer pp. 5-6) that the plant was 
not even considered in the bargaining leading to the new 
settlement rates and the rate case freeze. 


3. Respondent is less than ingenuous when it denies this 
Court’s power (Answer p.7) to set aside the order 
accepting Northern’s original settlement rates nunc pro 
tunc. If the Court holds the settlement rates to be inad- 
equately supported on the record, any adjustment of these 


* Respondent also implies in 2 footnote that the ‘‘cost of future cxpansion’’ 
necemary to replace capacity preempted by the Bushton plant is ‘‘not 
nvailable’’, However, such facilities have long since been constructed by 
Northern, so that their costs are known, Sce Pet. Br. 44; Reply 13, fn. 17. 
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rates necessarily should be retroactive to the date of filing. 
Public Service Commission of New York v. Federal Power 
Commission, CADC 17582, January 23, 1964, pp. 14-17. 
Moreover, Respondent would be derelict in its duty if, in 
these circumstances, it failed to require refund of the excess, 
regardless of the fact that this excess arose before the 
impact of the plant on Northern’s system was felt. 


Respectfully submitted, 


J. Dav Maxn, Jr. 
Morgan, Lewis & Bockius 
1120 Connecticut Avenue 
Washington 6, D. C. 


Wma. Wasrretp Ross 
Wald, Harkrader & Rockfeller 
808 Seventeenth Street, N. W. 
Washington 6, D. C. 


Prerer W. ASHER 
Nixon, Mudge, Rose, Guthrie 
& Alexander 
20 Broad Street 
New York 5, New York 


Counsel for Petitioner 


PETITIONER’S PETITION FOR REHEARING AND/OR 
REHEARING EN BANC 
SS 


IN THE 


United States Court of Appeals 


For rue Disrricr or CoLuMBIA CiRcUIT 


No. 17,717 


Mw-Amenrica PIPELINE Company, Petitioner, 
v. ! 
Feperan Powzr Commission, Respondent. 
Norrgern Natura Gas Company, Intervenor. 


On Petition to Review Orders of the 
Federal Power Commission 


: J. Dav Masy, Jr. 
nited States Court of Appeals © Morgan, Lewis & Bockius 

tor the D:strct uf Columbia Circuit 1120 Connecticut Avenue 

Washington 6, D. C. 
1964 Wm. Warrievp Ross 

Wald, Harkrader & Rockefeller 
808 Seventeenth St., N. W. 
Washington 6, D. C. 


Perer W. ASHER 
Nixon, Mudge, Rose, Guthrie 
& Alexander 
20 Broad Street 
New York’ 5, New York 
March 6, 1964 Counsel for Petitioner 


Puess or Brno S. Anas, Wasuincton, D.C. 


=> 


IN THE 


United States Court of Appeals 


For tHe District or Cotumsia Circurr 


No. 17,717 


Mwm-America Prretive Company, Petitioner, 
v. 
FeperaL Power Commission, Respondent. 
Norrnern Naturat Gas Company, Intervenor. 


On Petition to Review Orders of the 
Federal Power Commission 


PETITIONER'S PETITION FOR REHEARING AND/OR 
REHEARING EN BANC 


Petitioner Mid-America Pipeline Company hereby prays 
for rehearing and/or rehearing en banc of the decision of 
this Court issued February 20, 1964, and in support hereof 
states as follows: 


The Court declined to vacate the order because it relied 
on express assurances by Respondent that 


(1) the ‘‘settlement rates’’ initiated early in 1963 pro- 
vided ‘‘adequate interim protection’? against con- 
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sumer injury through loss of cheap expandability 
(slip op. 5, G 9); 


‘“The Commission will of course determine the ex- 
tent to which Northern’s cost of gas should be 
allocated to extraction plant operations in any future 
rate proceedings involving Northern.”’ (slip op. 7; 
italics by this Court). Respondent also committed 
itself in brief and oral argument to give bona fide 
consideration in any future rate proceeding to the 
desirability of crediting the revenues from the ex- 
traction plant to the jurisdictional cost of service, 
rather than allocating costs to the plant (slip op. 5-7; 
Resp. Br. 23-26). 


Since its brief and argument, Respondent has held a 
proceeding involving Northern’s rates and issued an order 
which demonstrates, without possibility of equivocation, 
that the Court’s reliance on Respondent’s assurances was 


misplaced, and that its order should be vacated. 


In August 1963 while this appeal was pending, Respond- 
ent wrote Northern that data in Northern’s 1962 Annual 
Report (Form 2) indicated that its jurisdictional revenues 
in that year exceeded its jurisdictional cost of service by 
about $8.35 million, as shown by a summary cost allocation 
attached to Respondent’s letter (App. izfra, 19-20). The 
letter directed that Northern confer with Respondent’s 
staff, but did not provide for hearings or participation by 
interested parties. The letter was the subject of a Com- 
mission press release, but no further notice, formal or 
informal, was given of any conferences. 


On January 2, 1964 without prior notice, the Commission 
simultaneously initiated a formal rate proceeding (North- 
ern Natural Gas Co., Docket No. RP64-15), and made 
effective revised rate schedules filed by Northern without 
prior notice three days previously, which reduced its 
jurisdictional rates in the amount of $1.5 million annually. 
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Respondent’s order purported to waive the statutory 30- 
day notice requirement for rate filings, ‘‘for good cause 
shown’’ (Natural Gas Act, Section 4(d), 15 U.S.C. 717¢ 
(d)), but made no findings specifying the ‘‘cause’’ com- 
pelling the waiver in that instance. The order made the 
revised rates effective prospectively only as of the date of 
filing, December 30, 1963. Respondent made no findings 
as to the lawfulness of the revised rates, or the basis on 
which they had been set (App., infra, 9-12). 


Northern’s filing of the rate reduction was made con- 
tingent on Respondent’s abiding by numerous conditions 
set forth in a ‘‘Statement of Intention’? by Northern ac- 
companying the filing, including the requirement that the 
Commission institute no rate proceeding involving North- 
ern’s rates prior to June 1965 (App., infra, 12-19).* 


The following conclusions are inescapable: 


First, Respondent, in its ‘‘in camera’”’ rate proceeding, 
has failed to honor its commitment to this Court that it 
would definitively determine the proper treatment of the 
Bushton plant for rate making purposes ‘‘in any future 
rate proceeding involving Northern.’’ (slip op. 6-7). This 
commitment required at a minimum consideration of credit- 
ing the revenues of the plant to jurisdictional costs,? or in 
the alternative of appropriate methods of allocating costs to 
the plant, in an open hearing with participation by all 
interested parties. Respondent’s non-public conferences 
and its unexpected order accepting Northern’s rate re- 
duction have foreclosed consideration on a public record of 
any methods of allocating costs to the plant, much less 
revenue crediting, for at least three years, 1963-1965. This 


1If this requirement is complied with by Reapondent, Northern (with 
cortain exceptions) undertakes not to increase ita rates during this same 
period (App., infra, 17-18). 


2 Thin in the procedure which the Court held the ‘(normal and judicially 
approved’? method of treating those planta in Panhandle Eastern Pipeline Co. 
v. FPC, —— App. D.C. —— 305 F. 2d 763, 768 (Pet. Reply Br. 3). 
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follows inevitably from the fact that the bargain struck 
with Northern is voided if during that time Respondent 
initiates a rate proceeding against it (App., infra, 17-18). 
Hence, Respondent plainly has no intention of scrutinizing 
Northern's rates at a public hearing during this period. 


Second, Respondent and Northern have now conceded 
that the ‘‘settlement rates’’ effective in February 1963, on 
which this Court relied as ‘‘adequate interim protection’’, 
were excessive by a minimum of about $1.25 million during 
the ten month period they were in effect. These rates 
purported to adjust Northern’s current system costs to com- 
pensate for the future impact of the plant on the system. 
Even though the plant was not in operation during 
calendar 1962, it now turns out that those settlement rates 
were excessive by at least $1.5 million annually before the 
impact of the plant on the system beginning in 1963. Hence, 
this Court’s affirmance of the Commission’s order accepting 
the settlement rates, without cost support, has cost the 


jurisdictional customers at least this amount of irrevocable 
loss, and probably much more when the effect of the plant 
on the system is taken into consideration. The full amount 
would be subject to refund if, as we have urged (Pet. Br. 
49-57; Reply Br. 13-18), the Court were to reverse, and 
direct Respondent to test the settlement rates against 
bona fide current costs.? 


Third, it is impossible for this Court, Mid-America or 
anyone else to tell whether the negotiated $1.5 million 
annual reduction results in a proper rate level, or whether 


2 That is, the order here under attack approved the filing of the settlement 
rates which became effective pursuant to that order in February 1963. In 
netting the order aside, thin Court could direct Respondent (assuming Respond- 
ent granted a certificate) to redetermine the ‘‘nettlement rates’’, and to 
make any reduction ordered in Northern's raten retroactive to the date the 
original ‘‘settlement raten’’ became effective, thus avoiding the excensive 
charge to consumern over thin period. P.S.C. of N.Y. v. F.P.C., CADC 
No. 17582, January 23, 1964, pp. 14-17; Pan American Petrolewm Corp., 


F.P.C, Opinion No. 291, June 20, 1963, 
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Northern’s rates are excessive by an amount closer to the 
$8.35 million as found by the Commission staff using the 
1962 Form 2 costs and revenue data (App., infra, 20). 
Obviously a bargain was reached in which Northern 
avoided the publicity of a hearing with the risks of par- 
ticipation by the utilities and Mid-America, and Respond- 
ent the task of holding public rate hearings.‘ Somewhere 
between these two interests, the public interest appears to 
have been squeezed out. 


Finally, we would like to comment briefly on the apparent 
basis for the $1.5 million annual rate adjustment. We 
would deny earnestly any assertion by Respondent that its 
in camera conferences provided an adequate substitute for 
the vigilant public surveillance of Northern’s rates which 
it assured the Court would make unnecessary the relief 
requested here by petitioner. Hence, any analysis of the 
data considered by Respondent in its secret appraisal of 
Northern’s rates is irrelevant to the basic issue here pre- 
sented. With this caveat, such evidence as can be gleaned 
from the Staff’s preliminary cost of service (App., infra, 
20) strongly suggests that in arriving at the $1.5 million 
annual rate reduction, no consideration was given to a 
proper allocation of projected system costs to the plant. 
Thus, the Staff’s allocation of fixed (demand) costs was 
based on the average mileage data in Northern’s last rate 
case (Docket No. G-19040), which reflected system condi- 
tions in 1959 long prior to the time the plant was built 
(App., infra, 20, fn. 3; Pet. Br. 50-52). It seems obvious 


4 Respondent may argue that the reduction in its administrative burden was 
sufficient justification for its in camera procedures, since it has no reparation 
powers and otherwise would not have been able to reduce Northern ‘a rates 
until conclusion of a lengthy proceeding. The inadequacy of Section 5(a) 
procedures, however, was one principal reason why we urged that Respondent 
be required to investigate the issues of preemption, rate levels, ete, in the 
certificate proceeding (Pet, Br. 55-57; Reply 13-18). Respondent cannot 
have it both ways: it cannot plead the availability of future rate proceedings 
ax un excuse for deferring examination of these questions, and then plead 
tho inadequacy of these same procedurea as an excuse for making secret, 
non-public rate adjustments, 
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also in view of the Staff’s 1962 cost allocation that no real 
consideration could have been given to revenue crediting, as 
opposed to such cost allocation. 


Respondent will no doubt argue that its ‘‘informal’’ 
procedures, despite their secrecy, provided ‘‘rough justice”’ 
or a ‘quick’? rate reduction. To support the result 
reached, it may well attempt to submit to this Court 
purported cost allocation data supplied by Northern, which 
neither the utilities nor Mid-America have seen or had an 
opportunity to rebut. Petitioner submits that such an 
argument should not be entertained, since in camera rate 
‘‘deals’? are no substitute for the public hearings con- 
templated by the Act (15 U.S.C. 717e(e)). This Court, 
after quoting with emphasis Respondent’s statement that 
‘<The Commission will of course determine the extent to 
which Northern’s cost of gas should be allocated to extrac- 
tion plant operations in any future rate proceeding in- 
volving Northern.’’, stated (slip op. 7-8; fn. omitted) : 


‘‘We are prepared to accept the Commission’s view of 
the matter; were such future protection not available, 
a different problem would be presented and different 
results might be indicated in this case.’ 


We have seen that Respondent’s claimed ‘‘future protec- 
tion’’ has not avoided a certain loss to the gas consumer 
(with ultimate injury to Mid-America) of at least $1.25 
million, and probably much more. That loss can be pre- 
vented only by granting the relief here sought. 


CONCLUSION 


We have pointed out that the procedure of negotiating 
an in camera rate ‘‘deal’’ postpones any inquiry into the 
effect of the Bushton extraction plant upon Northern’s 
system until at least June, 1965 and prevents Mid-America 
from raising this issue until at least that time.’ Further- 


5 Mid-America in not one of the classes of persons permitted by Scction 
5(a) of the Natural Gas Act to initiate rate investigations by complaint. 
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more, this in camera procedure may be repeated in the 
future, so that Northern’s rates will not be investigated 
publically for years to come. Respondent guessed as to the 
adequacy of the settlement rate reduction, and we have 
seen that it guessed wrong. Hence, until Respondent holds 
a public hearing, it will not be able to reflect in Northern’s 
rates on any assured basis even the 65.79¢ per Mef cost 
attributable to the Bushton plant ‘‘in future rate proceed- 
ings’’ under the order here (J. App. 504, 509). Thus, even 
this limited and uncertain protection has been neutralized 
indefinitely by the 7 camera agreement. 


For the above reasons as well as those set forth in 
petitioner’s briefs, it is respectfully submitted that Re- 
spondent’s orders be reversed and the cause remanded 
with instructions to vacate the certificate and for further 
proceedings, as described in petitioner’s briefs to this 
Court. 


Respectfully submitted, 


J. Davio Many, Jr. 
Morgan, Lewis & Bockius 
1120 Connecticut Avenue 
Washington 6, D. C. 


Wa. Warrrecp Ross 
Wald, Harkrader & Rockefeller 
S0S Seventeenth St.. N. W. 
Washington 6, D. C. 


Peter W. ASHER 
Nixon, Mudge, Rose, Guthrie 
& Alexander 
20 Broad Street 
New York 5, New York 
Counsel for Petitioner 
March 6, 1964 


CERTIFICATION 


I certify that the foregoing petition for rehearing is 
presented in good faith and not for delay. 


Vem. Wanrietp Ross 
Counsel for Petitioner 
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APPENDIX 


UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Joseph C. Swidler, Chairman; L. 
J. O’Connor, Jr., Charles R. Ross, Harold C. Wood- 
ward, and David S. Black. 


Docket No. RP64-15 


NortHern NaturaL Gas COMPANY 


Order Accepting Rate Reduction for Filing, Waiving Statutory 
Notice and Approving Statement of Intention 


(Issued January 2, 1964) 


In a letter to Northern Natural Gas Company (North- 
ern), from the Executive Director of the Commission, dated 
August 12, 1963, Northern was advised that a study of its 
1962 earnings indicated an excessive rate of return on its 


jurisdictional business for that year. Discussions were 
held between Northern and representatives of the staff on 
September 3, September 17, October 25, December 19, 
December 20, December 27 and on December 30, 1963. 


As a result of these conferences between representatives 
of Northern Natural Gas Company and the staff, Northern 
on December 30, 1963 filed with the Commission revised 
tariff shects' which effect a reduction of its jurisdictional 
rates in the sum of approximately $1,505,000 annually to 
become effective as of December 27, 1963. The rates in the 


1ixth Revised Sheets Nos. 18h, 1S8i, 18), IS1L.1, 18-12, 8p and 18q 
Suporseding Fifth Revised Sheets Nos, 18h, 18i, 18j, 18-1.1, 18-1.2, 18p and 18q. 
Soventh Revised Sheets Nos, 18d and 18e 
Superseding Sixth Revised Sheets Nos, 18d and 18, 
Eighth Revised Sheet No. 18¢ 
Superseding Seventh Revined Sheet No, 18e, 
Ninth Revised Sheets Nox, 18m and 18n 
Superscding Eighth Revised Sheets Noa, 8m and 18n, 
Eloventh Revised Sheets Noa, 4, 5, 6, 9, 10, 11, M4, 1S and 16 
Suporseding Tenth Revised Sheets Nos. 4, 5, 6, 9, 10, 11, My, 15 and 
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revised tariff sheets will reduce Northern’s currently effec- 
tive demand charge in each of Northern’s firm rate sched- 
ules by 7.9¢ per Mef. 


There was included as a part of the filing a ‘‘Statement 
of Intention’’ (attached hereto as an exhibit) which, briefly 
stated, contains the following provisions: 


(1) The conditions in Section IV of the Statement of 
Proposed Settlement attached to the Northern rate settle- 
ment order in Docket No. G-19040 issued December 21, 
1961, shall remain in full force and effect. 


(2) If the Internal Revenue Code is amended to reduce 
the Federal corporate income tax rate to be effective during 
the year 1964, Northern will further reduce the demand 
component of its rates to reflect the annual reduction in 
Federal income taxes of such changes in the tax rate to the 
extent it is applicable to Northern’s jurisdictional business. 
(If the corporate income tax rate is reduced from 52% to 
50%, Northern will reduce the demand component of its 
rates equal to an annual reduction of $1,500,000 in juris- 
dictional revenue.) 


(3) Northern will pass on to its jurisdictional customers 
that portion of any refunds and interest received from its 
natural gas suppliers as a result of producer rate increase 
filings subsequent to December 27, 1961 for gas purchased 
from such producers subsequent to January 1, 1964, until 
the date the ‘“‘Statement of Intention’? ceases to be 
effective. 


(4) Northern will further reduce its jurisdictional rates 
to reflect reduced costs in purchased gas to the extent such 
reduced costs are not offset by increases in the cost of gas 
to Northern. 


(5) Northern agrees, as long as the ‘‘Statement of In- 
tention’’ remains in effect, not to effectuate any increases 
in its jurisdictional rates before June 27, 1965, provided, 
however, that if, as a result of a proceeding by the Com- 
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mission resulting from a change in Commission policy ap- 
plicable to other pipeline companies generally, Northern is 
required to reduce its rates, the moratorium provision shall 
be considered terminated. 


The Statement further provides that it shall terminate 
on the date after June 27, 1965, upon which Northern makes 
increased rates effective under Section 4 of the Natural Gas 
Act or on the date the Commission institutes a rate pro- 
ceeding against Northern or one of its subsidiaries other 
than one resulting from a change in Commission policy ap- 
plicable as well to other pipeline companies generally. 


The filing by Northern was subject to Commission ac- 
ceptance of a request for waiver of the statutory 30-day 
notice period, and further, subject to the Commission’s 
not imposing any condition on the acceptance for filing of 
such revised tariff sheets contrary to the ‘‘Statement of 
Intention’’. 


This order is not intended as a determination of disposi- 


tion of refunds, if any, applicable to purchases of natural 
gas during the period from December 27, 1961, through 
December 31, 1963, resulting from supplier increases which 
Northern began paying after December 27, 1961, nor is this 
order intended to prejudice the position Northern or any 
proper party may assert respecting such refunds. 


The Commission finds: 


(1) The revised tariff sheets tendered for filing by 
Northern with the Commission on December 30, 1963, 
should be accepted for filing. 


(2) Good cause exists for waiving the 30-day notice re- 
quirement of Section 154.22 of the Commission’s Regula- 
tions under the Natural Gas Act in order that the tariff 
sheets filed by Northern on December 30, 1963 may become 
effective as of December 27, 1963, as hereinafter ordered. 


(3) The conditions within the ‘*Statement of Intention”’ 
filed by Northern on December 30, 1963, concurrently with 
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its rate reduction filing, are reasonable, proper and in the 
public interest in carrying out the provisions of the Natural 
Gas Act, and should be approved as hereinafter ordered. 


The Commission orders: 


(A) The revised tariff sheets filed with the Commission 
by Northern on December 30, 1963, are hereby accepted 
for filing. 

(B) The 30-day notice provision of Section 154.22 of the 
Commission’s Regulations under the Natural Gas Act is 
hereby waived and the revised tariff sheets accepted for 
filing in ordering paragraph (A) above are hereby per- 
mitted to become effective as of December 27, 1963, subject 
to the conditions of this order and the ‘‘Statement of In- 
tention’? filed by Northern with this Commission on Decem- 
ber 30, 1963. 


(C) The conditions within the ‘‘Statement of Intention”’ 


filed by Northern on December 30, 1963, concurrently with 
its rate reduction filing, are hereby approved and made 
effective as proposed therein. 


(D) Northern shall comply with each of the provisions 
of the ‘“‘Statement of Intention’’ relating to future rate 
reductions and refunds. 


By the Commission. 


(SEAL) JoserpH H. Gutrivg, 
Secretary. 


Sratrement or INTENTION 
Section I. General Considerations 


This filing, contemplating as it does the reduction in 
certain of Northern’s rates and such other considerations 
and conditions as are set forth herein, is being made in tho 
expectation that Northern will thus avoid the uncertainty 
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incident to formal rate proceedings and be enabled to con- 
tinue with stabilized rates over a period of approximately 
another eighteen months. In now disposing of the question 
of the level of Northern’s jurisdictional rates, as raised 
by the aforesaid letter to Northern of August 12, 1963, it 
is anticipated that a protracted period of litigation and 
expense will be avoided to the benefit of all concerned. 


Section II. Obligations in Docket No. G-19040 


The conditions imposed upon Northern in the Commis- 
sion order approving the rate settlement in Docket No. 
G-19040 issued December 21, 1961, as set forth in Section 
TV of the SraremMENT oF Proposep SETTLEMENT attached to 
such order, shall remain in full force and effect and noth- 
ing contained herein shall be construed to in anywise 
change Northern’s obligations thereunder. 


Section III. Federal Income Taxes 


Tn the event the Internal Revenue Code is amended so as 
to reduce the presently effective 52% corporate Federal in- 
come tax rate to a lower rate to be effective during the 
year 1964, Northern will reduce the demand component 
of its rates to reflect the annual reduction in Federal in- 
come taxes of such a change in the tax rate, to the extent 
applicable to jurisdictional business. For the purposes of 
this Section, if the corporate income tax rate is reduced 
from 52% to 50% then Northern’s obligation hereunder 
shall be considered to be to effect a reduction in rates equal 
to an annual reduction of $1,500,000 in jurisdictional reve- 
nues. If the tax rate is reduced to a percentage other than 
50%, then the reduction in annual jurisdictional revenues 
shall be considered to be proportionately lesser or greater 
than the $1,500,000 as the case may be. 


Appropriate tariff revisions will be filed to become effec- 
tive on the 27th day of the month following the month in 
which (1) the tax change is enacted into law or (2) such 
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change becomes effective, whichever is later. Further, in 
the event such tax change is retroactively effective, North- 
ern will make a refund to its jurisdictional customers which 
will be determined by multiplying the reduction in the de- 
mand charges as computed in the first paragraph of this 
Section by the total of the billing demand units charged 
Northern’s jurisdictional customers for the period between 
the effective date of Northern’s reduction in the demand 
charges and the effective date of the new Federal income 
tax rate, but in no case prior to January 1, 1964. This 
refund shall be made without interest. 


Section IV. Producer Refunds 


Tf. as a result of Commission decisions (including judi- 
cial review where sought) relative to producer rate in- 
crease filings, which filings have been made effective sub- 
sequent to December 27, 1961, and under which rates are 
now being or will be hereafter collected subject to refund 
during the period which this Statement is in effect, North- 
ern receives refunds and interest thereon from such pro- 
ducers, Northern will, to the extent such refunds and in- 
terest are applicable to gas purchased from such producers 
from January 1, 1964 to the date this Statement ceases to 
be effective, pass the jurisdictional portion of such refunds 
and interest to its jurisdictional customers after North- 
ern’s entitlement thereto has been finally established, in- 
cluding judicial review where sought. Refunds made by 
Northern hereunder shall not bear interest. The amount 
of such refunds and interest attributable to jurisdictional 
sales for each calendar year or part thereof shall be deter- 
mined by the ratio of jurisdictional sales to the total sys- 
tem sales for each calendar year, excluding field and drill- 
ing and pumping sales. The pro rata share of individual 
jurisdictional customers in the portion of such refunds 
attributable to jurisdictional sales shall be based on the 
ratio that the contract demand billing units of each cus- 
tomer bear to the total jurisdictional contract demand bill- 
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ing units for each calendar year. Northern shall make 
such refunds, as determined above, within 30 days after 
the end of each calendar year. 


Section V. Producer Rate Reductions 


As detailed below, Northern will reduce its jurisdictional 
rates to reflect the reduced costs occasioned by reductions 
in the price of gas sold to Northern by its gas suppliers to 
the extent that such reduced costs are not offset by in- 
creases in the cost of gas to Northern. 


Therefore, if, as a result of Commission decisions (in- 
cluding judicial review where sought) in the producer rate 
increase filings described in Section IV above, Northern’s 
annualized weighted average cost per Mef of gas purchased 
is decreased below a base cost of gas considered to be 14.23¢ 
per Mef at 14.65 pounds or the annualized weighted aver- 
age cost of gas computed as of the preceding Northern rate 
reduction determined under this Section, whichever is less, 
Northern will reduce its jurisdictional demand charges to 
reflect such reductions, but not to exceed the annualized 
effect of the rate reductions for the producer or producers 
involved. 


Whether a reduction in rates is required hereunder will 
be determined by (a) calculating Northern’s annualized 
weighted average cost per Mef of gas as of the last day of 
the month in which the last producer rate decrease has 
become effective and using for this purpose volumes of gas 
actually purchased for the twelve months ending such date 
(except in the case of new supplies not connected during 
all of such twelve months a volume equal to the required 
annual minimum purchases under each such contract will 
be used if greater than the actual purchases) and, further, 
using the producer rates actually in effect on the last day 
of such month (except in the case of contracts involved 
in the producer rate cases listed in Appendix I-C Order of 
December 21, 1961 in Docket Nos, G-19040, et al., the high- 
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est rate in effect after December 27, 1963 shall be used 
since Northern is already obligated to reduce its rates to 
reflect such producer rate reductions without regard to the 
effect on the annualized weighted average cost per Mef of 
gas purchased): and (b) comparing the result obtained 
under (a). above, with the base cost of 14.23¢ per Mef at 
14.65 pounds or the most recently determined annualized 
weighted average cost of gas computed as of the preceding 
Northern rate reduction determined under the provisions 
of this Section, whichever is less. If the current weighted 
average cost is equal to or greater than the base cost, then 
Northern shall not make a rate reduction. If the current 
weighted average cost is less than the base cost, then the 
amount of the reduction shall be determined by multiplying 
the difference in unit cost by the volumes of gas purchased 
during the 12-month period ending with the month in which 
the last producer rate decrease has become effective. In 
no event shall Northern’s total amount of reduction so 
computed exceed the annualized effect of the rate reduc- 
tions of the producer or producers involved. 


If and when Northern is required to reduce its jurisdic- 
tional rates hereunder, such reduction shall be determined 
by applying the ratio that the jurisdictional sales bear to 
the total system sales during the 12-month period referred 
to above (excluding field and drilling and pumping sales) 
to the total reduction determined under the provisions of 
this Section and dividing the jurisdictional reduction by 
the annual jurisdictional billing demand units which are in 
effect on the last day of such 12-month period to determine 
the unit reduction in the demand charges. 


Northern shall not be required to reduce rates under this 
Section until the cumulative total of the computed reduc- 
tions applicable to jurisdictional sales equals or exceeds 2¢ 
per Mef on the annual jurisdictional billing demand units 
in effect on the last day of the 12-month period involved. 


If the provisions of this Section require Northern to file 
reductions in its demand charges, such reductions will be 
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filed to become effective as of the 27th day of the month 
following the month in which the last producer rate de- 
crease involved has become effective, but in no event, shall 
Northern be required to file or effectuate any such reduc- 
tion pending conclusion of judicial review in any case where 
any party involved is entitled to and does seek judicial 
review. 


Section VI. Future Rate Increases 


Northern will not effectuate increases in the jurisdic- 
tional rates reflected in the attached revised tariff sheets, 
or as such rates may be further decreased by obligations to 
reduce rates provided for under the agreements in Docket 
No. G-19040 or under this Statement, before June 27, 1965; 
provided, however, this obligation shall terminate when 
this Statement ceases to be effective. 


Section VII. Effective Term of this Statement 


This Statement and the conditions contained therein shall 
terminate on the date Northern, under Section + of the 
Natural Gas Act, effectuates increases in the rates which 
are the subject matter hereof. Further, this Statement 
and the conditions contained therein shall terminate on the 
date any rate proceeding under the Natural Gas Act is 
instituted by the Commission against Northern or any of 
its subsidiaries other than one resulting from a general 
change in Commission policy applicable as well to other 
pipeline companies generally; provided, however, that if as 
a result of such a proceeding Northern is required to re- 
duce its rates, then the moratorium provided for in Sec- 
tion VI of this Statement shall terminate. 


Northern reserves the right to file new or amended rate 
schedules at any time, except as such right is specifically 
restricted by the terms of this Statement. Further, by 
making this filing it is not to be considered that Northern 
has waived any legal right or right of action which it might 
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have with respect to matters other than those specifically 
provided for herein. 


In consideration of the premises, it is requested that the 
Commission waive the thirty-day notice period and what- 
ever other rules are necessary in order to permit the at- 
tached tariff sheets to become effective as of December 27, 
1963. 


Copies of this letter and attachments are being mailed 
to each purchaser and state commission as indicated on 
the attached list. A copy of this filing is available for 
public inspection in a convenient form and place in North- 
ern’s office in Omaha, Nebraska. 


Respectfully submitted, 


Perer M. ANDERSEN 
Attorney for 
Northern Natural Gas Company 


Attachments 


FEDERAL POWER COMMISSION 
WASHINGTON 25, v. c. 20426 


August 12, 1963 


Northern Natural Gas Company 

2223 Dodge Street 

Omaha 1, Nebraska 

Attention: Mr. W. A. Strauss 
President 


Gentlemen: 


A review of your 1962 Annual Report to the Commission 
(F.P.C. Form No. 2) has been made. Based on customary 
principles and procedures, the study indicates that your 
company earned an excessive rate of return on its jurisdic- 
tional business for the year. Appended hereto is a sum- 
mary of that study. 


19 


Please contact Mr. Keith H. Kittle of the Commission’s 
staff within 15 days from the date of this letter to arrange 
a suitable date for an early conference between representa- 
tives of your company and staff for the purpose of effect- 
ing prospective rate reductions. 


Very truly yours, 


Harry J. Trarvor 
Executive Director 


ec: Mr. Franx C. Rivers 
Director of Rates and Tariff 
Northern Natural Gas Company 
2223 Dodge Street 
Omaha 1, Nebraska 
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APPENDIX A 


Northern Natural Gas Company 
Analysis of Pipeline Earnings Based on Annual Report to the Federal 
Power Commission for the Year Ended December 31, 1962 (F.P.C. Form No. 2} 


Classified Costs and Expenses es 


Demand Commodity ‘ 


1. Gas Operation and Main- 
tenance Expenses 
. Natural Gas Purchases $ 85,822,383 $ 85,822,383, 
. All Other Operation and Main- 
tenance Expenses! 2, $11,050,683 21,588,137. 
Miscellaneous Field Revenues (3,563,651) (3,563,651 ' 
. Other Miscellaneous Revenues 4 
Credit (7,356,821) (7,356,821 


. Total Gas Operation and 
Maintenance Expenses 107,540,731 11,050,683 96,490,048 
. Pized Costs? 
. Depreciation, Depletion and a 
Amortization $ 22,412,629 $ 9,549,055 $ 12,863,574 
. Taxes Other than Income 9,228,906 3,929,068 5,299,838 
. State Income Taxes 1,485,494 636,138 849,356 
Federal Income Taxes at 
Assumed 52% Rate Based 
on Return 18,021,448 7,717,361 10,304,087 
Return at 644%? 28,838,938 12,349,727 16,489,21]. 


. Total Fixed Costs 79,987,415 34,181,349 45,806,066) 


. Total Net Cost of Service $187,528,146 — $45,232,032 $142,296,114 


. Jurisdictional Costs 
. Percent of Total Gas Operation 

and Maintenance Expenses 85.87% 80.04%" 
. Cost (Line 16x 6) 86,717,856 9,487,221 77,280,635, 
. Percent of Fixed Costs 85.87% 82.88% 
. Costs (Line 18 x 13) 67,315,592 29,351,524 37,964,068 
. Total Costs (Line 17 + 19) 33. $38,838,745 $115,194,703 

See teanasd” Henne ; 

. Jurisdictional Revenues 2, 
. Excess Jurisdictional Revenues 1349, , 
. Jurisdictional Return® 


| 
‘ 


4 
1 Exeluding expenses and costs for distribution and malex promotion. 
2 Bate of return per Docket No. G-19040, et al. The rate base conninted of year boginning 
and ending balances lems depreciation, plus working capital, lena Y% Federal income taxes. 
2 Pereentage reflected average mileage in Docket No, G-19040, et al, 
4 Percentage reflected total nules lens miscellanoun and field sales in pp. S22 of Form ‘° 
5 Computed at latest effective rates and contract demand volumes, 
6 Return computation: . 
Demand 12,349,727 x 85.87% = 10,604,711 
Commodity 16,489,211 x $2.88% = 153,666,258 
Total 24,270,969 
Return 24,270,969 + 8,349,885 
X65 = BAG 


24,270,969 


